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Scope of Report and Qualifications

| have been retained by the Office of the California Attorney General (OCAG) to provide an independent
analysis of the effects of the proposed transaction described in the Notice to the Attorney General,* and
as generally described in the OCAG website, as follows:

The Attorney General is reviewing a transaction involving the proposed affiliation of Rady
Children’s Hospital and Health Center, a California nonprofit public benefit corporation (RCHHC)
and its subsidiary Rady Children’s Hospital — San Diego, a California nonprofit public benefit
corporation (RCHSD), with Children’s HealthCare of California, a California nonprofit public
benefit corporation (CHC), and its subsidiaries, Children’s Hospital of Orange County, a nonprofit
public benefit corporation (CHOC) and Children’s Hospital at Mission, a California nonprofit
public benefit corporation (CHOC at Mission).

This transaction also involves the following CHC subsidiaries: CHOC Foundation, a California nonprofit
public benefit corporation, CRC Real Estate Corporation, a California nonprofit public benefit
corporation, Providence Speech and Hearing Center, a California nonprofit public benefit corporation,
Children’s Health Plan of California, a California nonprofit mutual benefit corporation, Orange County
Medical Reciprocal Insurance Company, a Risk Retention Group, and Newport Language and Speech and
Audiology Center, Inc., a California nonprofit mutual benefit corporation.

In addition, this transaction involves the following RCHHC subsidiaries: Rady Children’s Hospital
Foundation — San Diego, a California nonprofit public benefit corporation, Rady Children’s Hospital
Research Center, a California nonprofit public benefit corporation doing business as Rady Children’s
Institute — Genomic Medicine, Rady Children’s Health Services — San Diego, a California nonprofit public
benefit corporation, Rady Children’s Physician Management Services, Inc., a California corporation,
Children’s Health Plan of California, a California nonprofit mutual benefit corporation, Children’s
Hospital Integrated Risk Protected Limited, and Children’s Hospital Insurance Limited.

Qualifications

| am an expert in health economics and health care markets and the Blue Cross of California Professor of
Health Care Finance at the USC Price School of Public Policy at the University of Southern California (CV
Included in Appendix A). | joined the USC faculty in 1996 and previously served as a faculty member of
the UCLA School of Public Health. | am currently the Director of the USC Center for Health Financing,
Policy, and Management. In the course of my professional work, | have served as an expert witness for
the Federal Trade Commission and published papers in the American Journal of Public Health, Health
Affairs, Medical Care, Journal of Health Politics, Policy and Law, and Journal of Ambulatory Care
Management, among other publications.

Scope of Report

Specifically, | have been asked to assess whether the proposed transaction poses a substantial risk of
negative effects on the availability and accessibility of health services and/or competition.

This report consists of two primary analyses regarding the proposed transaction:

1The notice is available here: https://oag.ca.gov/charities/nonprofithosp#rchsd.
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1) A health impact analysis examining the potential effects of the proposed transaction on the
availability and accessibility of health care services; and

2) A competitive impact analysis examining the potential effects of the proposed transaction
on the structure of relevant and/or potentially affected health care markets and whether
the proposed transaction poses a substantial risk of adverse competitive effects.

In addition, in the event my analysis raises concerns, | have been asked to review the proposed
transaction to develop and recommend potential conditions (Conditions) for the OCAG to consider as a
means of addressing those concerns, should the OCAG approve the transaction. This report sets forth
the data used in conducting the analysis as well as my conclusions and recommendations, should the
transaction be approved. The two sets of analyses are conducted according to and under the California
Code of Regulations,? and | set forth the key relevant provisions of these Regulations later in my report.

The Proposed Transaction

The Attorney General is reviewing a transaction involving the proposed affiliation of Rady Children’s
Hospital and Health Center, a California nonprofit public benefit corporation (RCHHC) and its subsidiary
Rady Children’s Hospital — San Diego, a California nonprofit public benefit corporation (RCHSD) with
Children’s HealthCare of California, a California nonprofit public benefit corporation (CHC), and its
subsidiaries, Children’s Hospital of Orange County, a nonprofit public benefit corporation (CHOC) and
Children’s Hospital at Mission, a California nonprofit public benefit corporation (CHOC at Mission),
among others listed in the Notice.

RCHSD owns and operates a 440-bed general acute care hospital, a 24-bed acute psychiatric hospital,
and a 43-bed skilled nursing facility located at 3020 Children’s Way, San Diego, California 92123 (Rady
Children’s Hospital). It provides both inpatient and outpatient care for pediatric patients, as well as
various outpatient medical services for RCHSD’s community at locations throughout San Diego and
Riverside Counties. Rady Children’s Hospital is also a designated Level | pediatric trauma center and a
major pediatric clinical research center and operates Level I NICUs at Scripps Memorial Hospital
Encinitas, Scripps Mercy Hospital Chula Vista, and Scripps Mercy Hospital San Diego, along with Level llI
NICUs at Scripps Memorial Hospital La Jolla, and Rancho Springs Medical Center in Murrieta.

RCHHC also owns Rady Children’s Hospital Foundation — San Diego, a large pediatric specialty physician
group. RCHHC and RCHSD have longstanding agreements with the University of California—San Diego,
under which the parties support the teaching and training of pediatric residents and fellows, collaborate
on research objectives, and provide pediatric clinical services to patients within the community.

CHOC is a 334-bed general acute care hospital located in Orange, California providing both inpatient and
outpatient care for pediatric patients. CHOC operates a Level | pediatric trauma center and four clinical
institute centers for cancer, neurosciences, orthopedics, and cardiac services, as well as several
community clinics in Orange County. CHOC at Mission is a 54-bed general acute care hospital for
pediatric patients, located within Mission Hospital in Mission Viejo, California, and it is a Level Il
pediatric trauma center with medical and surgical units, pediatric intensive care unit, and a neonatal

2 https://www.law.cornell.edu/regulations/california/11-CCR-999.5.
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intensive care unit. CHOC's parent company, CHC, also owns CHOC Foundation, a large pediatric
specialty physician group. CHC and CHOC have longstanding agreements with the University of
California—Irvine, under which the parties support the teaching and training of pediatric residents and
fellows, collaborate on research objectives, and provide pediatric clinical services to patients within the
community.3

Under the affiliation agreement dated December 17, 2023 (Affiliation Agreement), CHC will merge with
and into RCHHC, which would result in RCHHC (to be renamed “Rady Children’s Health”) being the sole
corporate member of CHOC, CHOC at Mission, and RCHSD, as well as other subsidiaries. RCHHC’s new
Board of Directors will initially include nine directors nominated by RCHSD, nine directors nominated by
CHOC, and three directors nominated by the University of California. The parties have a decades-long
history offorma collzboration. [

This collaboration consisted of retaining a joint human resources consultant, operating a
health plan, and engaging in joint research and clinical improvement initiatives.* The Alliance Agreement
also permitted, but according to the parties never implemented, joint contracting, even though both
hospitals would have otherwise remained independent.® According to the parties, the purpose of this
proposed transaction is to establish an integrated health care delivery system to increase access to care
and improve outcomes and the quality of care within CHC’s and RCHHC’s communities, and to further
CHC’s and RCHHC's charitable activities. As part of this assignment, | look at whether the proposed
transaction will achieve these stated aims. Specifically, the proposed nonprofit hospital transaction is
being reviewed as required by Corporations Code section 5920 et seq. The terms of the proposed
transaction are set forth in the written notice to the Attorney General. The written notice is available
here: https://www.rchsd.org/caag-notice.pdf.

Regulations Regarding Assessment of the Effects on the Availability or Accessibility of
Health Care Services

As noted above, in conducting my analyses, | am mindful of applicable portions of the California Code of
Regulations.® | lay out key provisions below that govern the Attorney General’s decision:

Subdivision (f) of section 999.5 of title 11 of the California Code of Regulations entitled “Factors to Be
Considered in Making a Decision,” states as follows:

(8) In making a determination on whether to consent to any agreement or transaction for which
written consent is required by section 999.5(a)(1) of these regulations, the Attorney General
shall consider whether the agreement or transaction may create a significant effect on the
availability or accessibility of health care services to the affected community.

3 In anticipation of the closing of this proposed transaction, CHC and RCHHC attempted to outline potential terms
and conditions of a combined academic affiliation program with University of California—San Diego and University
of California—Irvine, on the assumption the merger would be approved. | note that such joint negotiations and
information exchanges may constitute pre-merger coordination among the parties that may be considered
inappropriate.

4 See p. 7 of May 13, 2024 letter from the parties re: Response to Rady-CHOC Second Deficiency Notice Letter
dated April 24, 2024.

5> See § 5.3 of Affiliation Agreement between Children’s Healthcare of California and Rady Children’s Hospital—San
Diego, May 13, 2024. (CALAG-RADY-0010389.) This joint contracting may be unlawful under federal antitrust law,
but I did not consider the question any further.

6 https://www.law.cornell.edu/regulations/california/title-11/division-1/chapter-15.
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(A) It is the policy of the Attorney General to closely scrutinize any agreement or
transaction that restricts the type or level of health care services that may be provided
at the health facility or facility that provides similar health care. Potential adverse
effects on availability or accessibility of health care may be mitigated through provisions
negotiated between the parties to the transaction, through conditions adopted by the
Attorney General in consenting to the proposed transaction, or through any other
appropriate means.

(B) It is the policy of the Attorney General, in consenting to an agreement or transaction
involving a general acute care hospital, to require for a period of at least five years that
a minimum level of annual charity care costs be incurred by the hospitals that are the
subject of the agreement or transaction. The minimum level of annual charity care costs
should be based on the historic level of charity care that the hospital has provided. The
definition and methodology for calculating charity care costs should be consistent with
the definitions and methodology established by the Office of Statewide Health Planning
and Development. The Attorney General shall retain complete discretion to determine
whether this policy shall be applied in any specific transaction under review.

(C) It is the policy of the Attorney General, in consenting to an agreement or transaction
involving a general acute care hospital, to require for a period of at least five years the
continuation at the hospital of existing levels of essential health care services, including
but not limited to emergency room services. The Attorney General shall retain complete
discretion to determine whether this policy shall be applied in any specific transaction
under review.

Regulations pertaining to the scope and contents of the independent health impact statement are set
forth in subsections (5) and (6) of subdivision (e) of section 999.5, as follows:

(e) Procedure for Review of Notice

(5) The Attorney General shall prepare an independent health care impact statement for any
agreement or transaction that satisfies either of the following conditions:

(A) The agreement or transaction directly affects a general acute care hospital as
defined in Health and Safety Code section 1250(a) that has more than 50 acute care
beds; or

(B) There is a fair argument that the agreement or transaction may result in a significant
effect on the availability or accessibility of existing health care services.

(6) The independent health care impact statement shall contain the following information:
(A) An assessment of the effect of the agreement or transaction on emergency services,

reproductive health services and any other health care services that the hospital is
providing.



(B) An assessment of the effect of the agreement or transaction on the level and type of
charity care that the hospital has historically provided.

(C) An assessment of the effect of the agreement or transaction on the provision of
health care services to Medi-Cal patients, county indigent patients, and any other class
of patients.

(D) An assessment of the effect of the agreement or transaction on any significant
community benefit program that the hospital has historically funded or operated.

(E) An assessment of the effect of the agreement or transaction on staffing for patient
care areas as it may affect the availability of care, on the likely retention of employees
as it may affect the continuity of care, and on the rights of employees to provide input
on health quality and staffing issues.

(F) An assessment of the effectiveness of any mitigation measure proposed by the
applicant to reduce any potential adverse effect on health care services identified in the
impact statement.

(G) A discussion of alternatives to the proposed agreement or transaction including
closure of the hospital.

(H) Recommendations for additional feasible mitigation measures that would reduce or
eliminate any significant adverse effect on health care services identified in the impact
statement.

The information contained in the independent health care impact statement shall be used in
considering whether the agreement or transaction may create a significant effect on the
availability or accessibility of health care services as set forth in section 999.5(f)(8) of the
regulations.

Materials Relied Upon for Preparation of Report

In preparation for this report, the following materials were reviewed and considered:

The Notice to the Attorney General, as well as supplemental information
provided by the parties.

A review of press releases and news and media articles related to the
proposed transaction.

Interviews and summaries of interviews with community members, health care
provider organizations, health plan representatives, health care and medical
personnel, and others.

Detailed data for RCHSD, CHOC and CHOC at Mission, based on reports
submitted by the Hospitals to the California Department of Health Care Access
and Information (HCAI) and other agencies.



e Data available from other sources such as ProPublica, and other publicly
available sources of information as released by the parties and/or other
sources.

e Published reports and data related to California demographics and other
relevant variables and statistics.

e Websites for the hospitals and other relevant organizations.

e Published literature on hospital markets, mergers, and acquisitions including cross-market
mergers and acquisitions, hospital markets, hospital competition, and multi-hospital systems.

e Records of state licensing from the California Department of Public Health (CDPH) and federal
certification from the Centers for Medicare and Medicaid Services (CMS).

Executive Summary of Opinions

This section of the report provides a brief summary of my analyses, findings, and additional factors that
the OCAG might consider in approving the transaction. Additional details and supporting data are
provided in the remainder of the report. Based on my review and analysis of the available evidence, |
reach the following conclusions:

The Parties’ Claimed Benefits from the Proposed Transaction

The proposed transaction would combine two of California’s largest children’s hospitals (RCHSD and
CHOC (including CHOC at Mission)) into the largest children’s multi-hospital system in the state.-

The parties also
provided a list of proposed benefits to their patients, the medical community, and the community more
broadly.® These proposed benefits primarily fall into four categories:

1. Accelerating research and innovation: The parties claim the transaction has the potential to
“accelerate research and innovation.”® Specifically, they claim that the parties currently lack
scale to conduct some research, but that by combining their population pools, additional
research opportunities will emerge.'®

2. Improved access to pediatric care: The parties claim the merger will allow them to “increase
access to pediatric care.”! This might be accomplished using new population health models, or
coordinated investments and capital spend between the parties.?

S ———
ritten Notice, at -

% Written Notice, at NOTICE-000251.

10 See, e.g. Written Notice, at NOTICE-0008202, NOTICE-0008219.
11 Written Notice, at NOTICE-000251.

12 See, e.g. Written Notice, at NOTICE-0008204-06.
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3. Improved quality and outcomes: The parties claim the merger will “improve patient outcomes
in Southern California.”®3 Specifically, they point to increased volumes of procedures across the
combined organization leading to better outcomes.'

4. Enhancing recruiting efforts: The parties claim the merger will help them “train, attract, and
retain the next generation of pediatric physicians, health care workers, clinical, and research
talent.”> The parties suggest this could be accomplished because the combined organization is
larger, offers more career progression opportunities, and provides flexibility in living and
working arrangements.*®

Executive Summary of Potential Risks to Competition of Proposed Transaction

Notwithstanding any proposed benefits of the transaction, the analysis and data presented below show
that the parties to the transaction have market power in large components of the pediatric market for
hospital services in their respective counties. As such, the proposed transaction poses a series of
significant risks to competition that would need to be addressed, should the transaction be approved,
including the following:'’

1. RCHSD and CHOC (including CHOC at Mission), though located in different counties, represent
potential substitutes for one another, given their highly specialized set of services serving a
narrow demographic patient population, for which patients have shown a willingness to travel.
Therefore, the proposed transaction raises what are generally referred to as “horizontal”
competitive concerns. While the distance between CHOC in Orange County and RCHSD in San
Diego is approximately 80 miles, there are many zip codes from which RCHSD currently draws
patients that are closer to CHOC than to RCHSD. The parties offer many of the same services,
and from a geographic perspective, there is potential for competition between the hospitals,
and this potential competition acts to constrain RCHSD’s and CHOC's prices to some degree
even though both of them have market power. As such, it will be important to preserve this
source of competition in the market should the transaction be approved.

2. The proposed transaction also creates a substantial risk of anti-competitive “cross-market”
effects where post-transaction prices could increase at one or more of the affiliating hospitals.
Currently, RCHSD and CHOC (including CHOC at Mission) are separate entities that separately
contract with health plans, including commercial health plans and government-sponsored
health plans such as Medi-Cal. The plans seek to develop health insurance products for their
members that provide access to health care services, including hospital services, on a
convenient, effective, and efficient basis. As such, health plans seek to develop broad provider
networks that are accessible to their members for a wide range of needs including highly
specialized services, emergency services, and basic hospital services. Should the transaction be
approved, the merged hospitals could theoretically negotiate with health plans in a block or as a
single entity and threaten to withhold all of the merged hospitals from a plan’s provider
network. This would create a substantial “hole” in their coverage for the plan’s product, making

13 Written Notice, at NOTICE-000251.

14 See, e.g. Written Notice, at NOTICE-008207, NOTICE-008220.

15 Written Notice, at NOTICE-000251.

16 See, e.g. Written Notice, at NOTICE-008203.

7 These conditions are written broadly. We leave the details of how these would be implemented and enforced to
the OCAG.
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it less attractive to employers and consumers than if only one of the parties’ hospitals were
excluded, and thus less economically viable. It will be important, should the transaction be
approved, to protect competitive forces by limiting the ability of the merged hospitals to
negotiate as a single entity thus reducing competition in this already highly concentrated
pediatric hospital services market.

3. The economic literature has shown that one of the potential effects of hospital mergers and the
formation and/or expansion of a multi-hospital system is the change in control that occurs
including the centralization of contract negotiations, that have previously been done
independently at hospitals, pre-merger. Under this model, by merging data and negotiating
teams and expertise, the merged entity can negotiate higher prices across its range of services.
For example, there may be overlapping services offered by the merging hospitals where one
hospital’s price is higher than the other’s price. Change in control and sharing of pricing
information would allow for the possibility that the merged entity could demand the highest
prices for all services within the merged entities, post-transaction. While this is less of a risk
given recent hospital price transparency regulations,® the implementation of these regulations
has not proceeded in a way to substantially reduce this risk from this transaction. As such, it will
be important, should the transaction be approved, to protect competitive forces by limiting the
ability of the merged hospitals to negotiate as a single entity.

4. Hospitals, in addition to providing and selling services, are also large local employers of, and
critical training environments for, future specialized health care workers in California and
beyond. As such, the merging of these entities could create increased monopsony power as the
combined company would be the main employer for hospital workers providing services to
pediatric patients in the region. It could also become the main option for educational programs
that utilize on-site training.'® Therefore, it will be important, should the transaction be
approved, to protect competitive forces by limiting the ability of the merged hospitals to
negotiate as a single entity in relevant input markets and to prevent the merged hospitals from
entering into exclusive training arrangements that could lock out competition.

Recommended Competitive Impact Conditions, Should the Transaction be Approved

To address these concerns, should the transaction be approved, it will be important for the OCAG to
impose conditions to minimize the risk of anti-competitive behavior post-transaction. Research has
shown that dominant hospitals in non-competitive markets wield significant market power, which can
be used to maintain market position, deter entry and stifle new competition. For example, this market
power allows existing providers to set prices that are either very low, making it unprofitable for new
entrants to compete, or very high, due to the lack of alternatives for consumers.?’ Additionally, the
dominant firm might control key distribution channels or reach exclusive agreements with suppliers,
further limiting the opportunities for new companies to enter the market. This ability to leverage market

18 Certain competitively sensitive information (e.g., negotiation targets and bottom-lines) is still excluded from this
rule, which the parties would still have access to as a combined company. Moreover, not all hospitals are fully
compliant with transparency rules.

19 RCHSD currently has a well-established academic training affiliation with the University of California, San Diego,
while CHOC and CHOC at Mission have a well-established academic training affiliation agreement with University
of California, Irvine.

20 Runlin Wang, Fighting for Life: The Impact of Competition Between Hospitals on Healthcare, Harvard
Undergraduate Economics Review, June 19, 2020, available at: https://www.economicsreview.org/post/fighting-
for-life-the-impact-of-competition-between-hospitals-on-healthcare.
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conditions and control supply chains creates an environment where new entrants struggle to gain a
foothold. Given the dominant positions of RCHSD, CHOC and CHOC at Mission in the market and their
likely long-term control of the structure of the market, it will be important to consider these dynamics in
constructing the conditions and the time periods covered by the recommended conditions (e.g., the
Attorney General may want to impose a fifteen (15) year term for non-price growth cap conditions and
ten (10) years for price growth cap conditions).

My proposed conditions include the following:*

1. “Unbundling” Requirement When Negotiating and Contracting

In order to curb the risk of adverse cross market and horizontal effects the OCAG should impose a
fifteen (15) year limitation on implicitly or explicitly linking and/or coordinating contract negotiations
between the merged entities, including affiliated physician groups and community NICUs or other
clinical space licensed to RCHSD, CHOC and CHOC at Mission, and health plans, unless such integrated
behavior is requested by a payer. By default, the parties should continue to negotiate separately by
maintaining separate health plan contract negotiating teams, segregating non-clinical health plan
information and maintaining robust firewalls between RCHSD and CHOC, as they do today. Such a
condition should include a prohibition on the parties’ ability to combine separate hospital licenses,?
national provider numbers, or taxpayer identification numbers for purposes of contracting with or billing
payors, including commercial or government sponsored health plans, such that one hospital or its
affiliated entities cannot be added or convert to the other hospital’s license, national provider number,
or taxpayer identification number to assume, operate or bill under the other hospital’s existing
contractual terms. This condition should also apply to future hospitals acquired by RCHHC.

2. Cap on the Growth of Prices, Post- Transaction

In order to further address the risk of adverse cross market and horizontal effects, the OCAG should
impose a ten (10) year cap or limit on the rate at which the merged entities can increase their prices in
the years following the transaction, should it be approved, limiting the amount by which prices at each
of the entities can increase each year.”

3. Cap on the Prices for Emergency Services Provided to Patients When the Hospital Is Considered
“Out-of-Network” by Their Health Plan

In order to address potential changes in parties’ leverage due to cross market or horizontal effects that
may exacerbate the issue, the OCAG should impose a ten (10) year cap or limit on the price that the
merged entities can charge emergency patients and their plans when the hospital is non-contracted and,
as such, considered “Out-of-Network” when providing emergency services to the patient.

21 These suggested conditions are written broadly. | leave the details of how these would be implemented and
enforced to the OCAG.

22 For purposes of this condition, a “hospital license” means an operating license for general acute care hospital
facilities granted by the California Department of Public Health.

2 Conditions 1 and 2 align with conditions 2 and 3 in the Cedars-Sinai/Huntington affiliation conditions, available
at: https://oag.ca.gov/system/files/media/nhft-huntington-ag-decision-071921.pdf (July 19, 2021; accessed April
7, 2022) and with condition XVII in the Methodist Hospital of Southern California and USC Health System affiliation
conditions, available at: https://oag.ca.gov/system/files/media/mhsc-conditions-packet-06032022.pdf (June 3,
2022; accessed Aug. 6, 2024).
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4. Restrictions on Other Anti-Competitive Conditions

A recent report by The National Academy for State Health Policy outlined several hospital contracting
behaviors that have raised the most concern among antitrust enforcers and lawmakers with respect to
the formation of health care and hospital entities with market power.?* Given my conclusion that the
parties here already possess market power, and that the merger is likely to enhance that market power,
it is recommended that the OCAG, should the transaction be approved, consider adopting conditions to
prohibit the merging parties from demanding and/or including in their contracts certain terms identified
as anti-competitive by The National Academy for State Health Policy:

- Most Favored Nation Clause: a guarantee that a buyer of goods or services (i.e., an insurer)
receives terms from a seller (i.e., a hospital or provider) that are at least as favorable as those
provided to any other buyer. This is also known as a price parity clause or prudent buyer clause.
Once the transaction is consummated, payors could demand such a clause to at least achieve
parity when faced with price increases from the combined hospitals at the risk of creating
market-wide price increases or the now combined hospitals could demand such a clause to
prevent patients from being steered and tiered away from them to other pediatric hospitals
(e.g., Loma Linda in the Inland Empire).

- Anti-tiering/Anti-steering Clause: a contractual requirement that an insurer place all physicians,
hospitals, and other facilities associated with a hospital system in the most favorable tier of
providers (i.e., anti-tiering) or at the lowest cost-sharing rate to avoid steering patients away
from that network (i.e., anti-steering). This is also known as the anti-incentive clause.

- Exclusive Contracting Clause: a contractual agreement in which a provider prevents the insurer
from contracting with other competitive providers or physicians. Under the umbrella of
exclusive contracting are exclusive dealing provisions, whether explicit or implicit through, e.g.,
medical staff privileges, and tying arrangements.

- Non-compete Clause: an agreement, typically in an employment contract, that an employee (i.e.,
a physician) will not compete with his or her current employer (i.e., current practice group or
hospital) within a geographic area for a limited amount of time. These agreements may also
include prohibitions on soliciting or continuing to offer medical care to patients of the current
medical group (i.e., a non-solicitation clause) and/or limiting physician participation and
contracting with alternative health plans.

5. Separate Negotiating Teams and Segregation of Information

To minimize the negative consequences of the transaction, it is recommended that, should the
transaction be approved, the merging hospitals maintain entirely separate teams and data systems
when negotiating contracts with health plans. The parties should establish a robust firewall between
the CHOC and RCHSD negotiating teams. The firewall should include reasonable confidentiality
protections, internal practices, training, segregation of non-clinical health plan and rate information,

2 https://www.nashp.org/wp-content/uploads/2021/04/Anticompetitive-Contract-report-PDF-final-4-9-2021.pdf.
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personnel, communication restrictions, data storage restrictions, protocols, and other system and
network controls and restrictions, all as reasonably necessary to make the firewall effective.

6. Academic Training Affiliations

The merging hospitals have long-standing affiliations with educational institutions to serve as on-site
training partners for physicians and nurses. Hospitals play a crucial role as training sites for doctors and
nurses, serving as the primary venues where these professionals gain practical, hands-on experience
under the supervision of experienced mentors. In addition, on-site training is typically required for
certification in various health care professions, including for doctors and nurses. The merging hospitals
are of particular importance to the training of medical professionals seeking to specialize in serving
pediatric patients. Data presented elsewhere in this report documents the essential and unique roles of
the merging hospitals in serving the pediatric population in the region and therefore the limited
opportunities for students pursuing pediatric specialization to train in alternative sites.

Given the already dominant roles of the merging facilities in their respective counties it will be
important to limit further consolidation of the supply and control of training sites, should the
transaction be approved. When hospital markets are concentrated, with a small number of hospitals or
health care systems dominating the market, there can be several negative effects on physician
residency and nurse training programs, particularly when options for training sites are limited. Should
the transaction be approved, it will be important to protect the competitive aspects of this important
input market and as such the following recommendations are offered:

- Afifteen (15) year ban on the merged entities’ ability to enter into an arrangement with any
academic institution that requires direct or indirect placement of trainees exclusively at RCHHC
or any entity under their control.

- For fifteen (15) years, the merged entities and any entity under their control should offer access
to any willing academic institutions placing trainees at RCHHC or any controlled entity on
substantively equivalent terms to any other academic institution.

- For fifteen (15) years, RCHHC and any entity under their control should maintain any program
with any academic institution for the training of health professionals at the same or greater
capacity for each type of position as existed before the proposed transaction, unless the
academic institution voluntarily requests to alter the number of positions available and/or mix
across different types of training positions.

7. Maintaining Physician Autonomy and Choice

Ensuring pediatric physicians have staff privileges and affiliations with local hospitals serving the
pediatric populations ensures their patients have access to necessary, quality and coordinated care. The
ability to maintain privileges without restriction allows pediatricians to manage their patients' care in an
integrated manner across multiple settings, ensuring continuity, especially for children with chronic or
complex conditions. Access to specialized resources, such as pediatric ICUs and advanced diagnostic
tools, is also accessed through these affiliations, enabling better outcomes in both routine and
emergency care. Additionally, hospital affiliations provide pediatricians with opportunities for
professional development and collaboration with other health care providers, enhancing the overall
quality of care. For patients and families, these affiliations build trust and confidence in the
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pediatrician's ability to offer comprehensive care options, contributing to a more positive health care
experience.

The proposed transaction combines two of the state’s largest hospitals focused on serving pediatric
patients in two adjacent counties in Southern California. As such, it will be important to ensure that
physicians have access to the merging hospitals post-transaction and also have the freedom to admit to
and or affiliate with other hospitals and organizations as they deem necessary to serve their patients as
well as have the freedom to contract with health plans and other organizations as they deem necessary
to effectively serve their patients.?®

It is proposed that should the transaction be approved, the OCAG protect this aspect of the physician
market and health care delivery system by imposing conditions enabling an open medical staff and
unrestricted physician affiliations for a minimum of fifteen (15) years. It is also recommended that, for a
minimum of fifteen (15) years, the merged entities not require members of their medical staffs be
subject to exclusivity arrangements with payors or other providers or non-compete, non-solicitation or
other such restrictive obligations.

Executive Summary of Potential Risks of Proposed Transaction’s Impact on Health Care

While the hospitals, post-transaction, may pursue a wide range of potentially beneficial goals to the
community, there are also potential post-transaction risks to access and availability of health care that
need to be considered in the review process.

Access and Availability of Services Considerations

Research shows that mergers that result in reduced competition can also result in less quality and
reduced access to needed services.?® Reduced hospital competition can lead to reduced access to
services for several interrelated reasons. When a small number of hospitals dominate a market, they
gain significant market power, which diminishes their incentive to maintain or expand services. Without
the pressure of competition, these hospitals may prioritize cost-cutting measures to maximize
profitability (even for non-profits) and/or other organization objectives, which can result in the
reduction or elimination of less profitable services, even if those services are essential to the
community.

The lack of competition in the markets under study here increases the risks of reduced service
availability and quality in the future. In competitive markets, there are incentives to compete to provide
needed services and quality. In markets dominated by a single provider, barriers to entry are often
substantial, thus reducing the possibilities for competitive responses from other suppliers if the
dominant hospitals cut back on services. Barriers in the hospital market can include the need for
significant capital investment, especially if the market involves high upfront costs for infrastructure and
a specialized workforce. Additionally, the dominant company may have exclusive access to key
resources, such as, in this case, pediatric physicians and nurses and other specialized inputs. Established

25 As an example, the FTC recently voted to ban non-compete clauses in future contracts and make current clauses
unenforceable with respect to physicians as a mechanism to protect physician autonomy and patient choice and is
supported by physician groups; https://www.acep.org/news/acep-newsroom-articles/members-can-practice-em-
freely-as-ftc-votes-to-ban-non-compete-clauses)

26 http://www.rwijf.org/content/dam/farm/reports/issue_briefs/2012/rwjf73261.
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hospitals that are highly profitable and have financial reserves can keep prices artificially low (below
costs) to deter entry into the market.?’

These economic dynamics indicate that should the transaction be approved, the resulting economic
conditions could raise the risk of reduced services and quality, higher prices and other anti-competitive
outcomes, and the potential for negative effects on equity. In summary, these considerations, and
potential risks to access and availability of services related to the transaction, need to be assessed along
with mitigating conditions during the review process. It will be important to consider these dynamics in
constructing the conditions and consider longer time periods covered by the recommended conditions.

Assessment of Potential Issues Associated with the Availability or Accessibility of Health
Care Services

Importance of the Merging Hospitals to the Community

The proposed parties to the transaction are critically important providers of pediatric hospital services
to the pediatric population in their respective counties and beyond. The merging hospitals are essential
providers of a wide range of hospital-based services targeting and serving their pediatric populations,
including inpatient services, emergency services, trauma services, and other hospital-based services.
Hospital documents reviewed for this report include summaries and descriptions by the hospitals that
highlight the unique and essential respective roles they play in providing services to pediatric patient
populations, including the following:

Rady Hospital Community Benefits Report (2023):% Rady Children's is a regional tertiary and quaternary
referral center that provides comprehensive inpatient and outpatient acute care, including psychiatric
and intensive care pediatric services.

Rady Children’s is the only hospital in the San Diego area dedicated exclusively to pediatric
health care and the region’s only designated pediatric trauma center. Rady Children’s treats
children from birth to 18 years old and a few adults with certain conditions for which we have
specialized services.

Children’s Hospital of Orange County — Community Benefits Plan (2023):2° CHOC operates a 334-bed,
acute-care hospital. CHOC at Mission operates a 54-bed acute pediatric hospital located in Mission
Viejo, California.

The Hospitals are the principal tertiary and quaternary pediatric hospitals serving Orange County
and are the only hospitals exclusively serving infants, children and adolescents.

Available data presented in this report document the dominant roles and therefore essential role played
by the proposed merging hospitals in the health care delivery system in their service areas.

27 Avik Roy, Affordable Hospital Care Through Competition and Price Transparency,

The Foundation for Research on Equal Opportunity, January 30, 2020, https://freopp.org/whitepapers/affordable-
hospital-care-through-competition-and-price-transparency/.

28 https://www.rchsd.org/documents/2024/02/community-benefit-plan-report-fy-2023.pdf/.

2 https://www.choc.org/files/CommunityBenefitPlanFY2023CCMH.pdf.
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- The hospitals provide over 90+ percent of all inpatient care services to children ages 1-10 in
their respective counties and 75+ percent of all inpatient care to children ages 1-18.

- The hospitals play a unique role in treating patients with specific diagnoses where the merging
hospitals are the only ones treating patients in a wide range of specific diagnostic categories.

- The merging hospitals have 1,800+ affiliated physicians serving their pediatric patients and
provide a wide range of specialized inpatient services that are not provided at any other

hospitals in their respective counties to pediatric patients.

- Data show that the unique and essential roles played by the merging hospitals are important to
all pediatric patients including patients in families covered by insurance from the California
Medi-Cal program and commercial health plans such as Blue Cross, Blue Shield and others.

- Additional data show the diverse populations served by the merging hospitals in terms of race,
ethnicity, and spoken languages.

- Additional data show the role that the merging hospitals have played in terms of providing
charity care and other community benefit services.

The exhibit below summarizes the data for the three merging entities over the period 2021-2023.

IRCHSD Hospital

Community Benefit Categories 2021 2022 2023 Average 3 years
/Annual Amount of Charity Care $11,698,906 $10,071,866 $13,251,112 $11,673,961.33
IAnnual Amount of Community Benefit

Services $60,091,221 $70,043,729 $102,240,887] $ 77,458,612.33
ICHOC at Mission

Community Benefit Categories 2021 2022 2023 Average 3 years
|Annual Amount of Charity Care 1,154,382 1,633,390 1,975,876 1,587,883
IAnnual Amount of Community

Benefit Services $7,159,788 $7,032,901 $12,763,281 8,985,323
CHOC

Community Benefit Categories 2021 2022 2023 Average 3 years
IAnnual Amount of Charity Care 6,281,001 7,702,002 9,366,175 7,783,059
IAnnual Amount of Community Benefit

Services $30,122,328 $43,449,316 $47,343,833 40,305,159

Source: HCAI Hospital Disclosure reports; Hospital Community Benefit Reports. Note: Charity Care is measured as:

Charity-Other + Bad Debt + CIP Cont. Adj.
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The unique and essential roles of the merging entities endow them with substantial market power which
is reflected in their market shares, prices, and profitability — all of which are at the high end of the
distribution when compared to other hospitals in their respective counties and across California more
broadly. These findings have important implications for the imposition of potential conditions regarding
maintaining access and availability of pediatric services by the merging parties, as their market positions,
post transaction, are likely to limit new entry in the pediatric market in this region.

Recommended Conditions Regarding the Impact on Health Care - Should the
Transaction be Approved

Should the transaction be approved, it will be important to consider imposing conditions that ensure
that the merging parties maintain the availability of existing services, access to services for all
populations, and continued provision of charity care and other community benefits. Given the dominant
market positions of the proposed merging hospitals both in terms of hospital services and collaborating
pediatric physicians and physician groups, including general practice pediatricians and specialists, the
likelihood of new entry in this market in the future is quite limited, suggesting the need to “lock-in”
availability and access to key services for an extended period of time, including the following for fifteen
(15) years to ensure such services remain available for the communities served:

Operation and Maintenance of Hospitals: The post-merger entities should be required to
operate and maintain RCHSD, CHOC, and CHOC at Mission as licensed general acute care
hospitals. This includes ensuring adequate equipment, supplies, staffing, and space to safely
operate inpatient and outpatient services. The entities should also comply with state and federal
licensing and certification requirements while maintaining current bed and service availability
and capacity.

Participation in Medi-Cal Program: The post-merger entities should maintain their Medi-Cal
Managed Care and county contracts and provide the same levels of care to Medi-Cal
beneficiaries on the same terms and conditions as other similarly situated hospitals in the state,
offering substantially the same or similar services, without any loss, interruption or decrease in
quality. If such contracts are renegotiated, compensation for Medi-Cal beneficiaries must be fair
and reasonable, meaning at or below the median for similarly situated pediatric specialty
hospitals in the state.

Provision of Charity Care and Community Benefit Services: The post-merger entities should
commit to providing an annual amount of charity care and Community Benefit Services at CHOC,
CHOC at Mission, and RCHSD that is equal to or greater than current levels, adjusted for
inflation.

Financial Assistance Policy: The entities should be required to maintain a Financial Assistance
Policy that is no less favorable than the current policy at RCHSD for a fifteen-year period post-
merger.

Maintenance of Language Services: Language services currently available to patients at CHOC,
CHOC at Mission, and RCHSD should be maintained at no cost to patients for fifteen years
postmerger.

15



Investment in Capital Plans and Community Commitment Funds: To ensure the addition of
needed services and capacity, RCHHC will invest in the CHC Capital Plan and the RCHHC Capital
Plan as outlined in Section 14.3 of the Affiliation Agreement. Additionally, RCHHC will invest
$300 million in Community Commitment Funds for programs and operations within the
communities currently served by CHOC.

Public Filings by the Parties

Overview of the Proposed Transaction and Affiliation Agreement*

On February 6, 2024, the parties submitted Notice to the California Attorney General under California
Corporations Code Section 5920 and in accordance with the requirements of Title 11 of the California
Code of Regulations, Section 999.5(a) (the “Notice”). The relevant sections from the filing are excerpted
below:

The Parties

A. RCHHC. RCHHC is a California nonprofit public benefit corporation that is the parent
organization of a health care system serving San Diego County, Imperial County and a portion of
Southern Riverside County. RCHHC is the sole corporate member of RCHSD, which owns and
operates an acute care hospital located at 3020 Children’s Way, San Diego, California 92123
(“Rady Children’s Hospital”) and provides various outpatient and medical services in RCHSD’s
community through other health care related businesses and facilities. RCHHC and RCHSD also
operate other health care related businesses through wholly owned and partially owned
subsidiaries.

B. RCHSD. RCHSD is a California nonprofit public benefit corporation which owns and operates
Rady Children’s Hospital, a pediatric hospital, and provides various outpatient and medical
services in RCHSD’s community through other health care related businesses and facilities.
RCHSD was originally founded in 1951, when the Society for Crippled Children of San Diego
County, Inc. and the Children’s Convalescent Hospital consolidated. After undergoing several
name changes, the corporation amended its name to Rady Children’s Hospital — San Diego in
2006. Rady Children’s Hospital is a 507-bed pediatric-care facility located in San Diego,
California, dedicated exclusively to pediatric health care and is also a designated Level | pediatric
trauma center and a major pediatric clinical research center.

C. CHC. CHCis a California nonprofit public benefit corporation that is the parent organization of a
health care system serving Orange County and portions of Western Riverside County, San
Bernardino County and Los Angeles County. CHC is the sole corporate member of CHOC, which
owns and operates an acute care hospital located at 1201 W. La Veta Avenue, Orange, California
92868 (“CHOC Hospital”) and provides various outpatient and medical services in CHOC's
community through other health care related businesses and facilities. CHC is also the sole
corporate member of CHOC at Mission, which operates an acute care hospital located at 27700
Medical Center Road, 5th Floor, Mission Viejo, California 92691 (“CHOC at Mission Hospital”)
and provides various outpatient and medical services in CHOC at Mission’s community through
other health care related businesses and facilities. CHC, CHOC and CHOC at Mission also operate

30 https://www.rchsd.org/caag-notice.pdf.
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other health care related businesses and facilities through wholly owned and partially owned
subsidiaries, and together with such subsidiaries are collectively referred to herein as the “CHC
Entities.”

D. CHOC. CHOC is a California nonprofit public benefit corporation which owns and operates CHOC
Hospital and provides various outpatient and medical services in CHOC’s community through
other health care related businesses and facilities. CHOC was originally founded in 1964. CHOC
Hospital is a 334-bed full-service freestanding pediatric-care facility located in Orange,
California. CHOC Hospital operates a Level | pediatric trauma center and four clinical institute
centers of excellence for cancer, neurosciences, orthopedics, and cardiac services.

E. CHOC at Mission. CHOC at Mission is a California nonprofit public benefit corporation which
owns and operates CHOC at Mission Hospital and provides various outpatient and medical
services in CHOC at Mission’s community through other health care related businesses and
facilities. CHOC at Mission was originally founded in 1993. CHOC at Mission Hospital is a 54-bed
pediatric-care facility located within Mission Hospital in Mission Viejo, California, and it is a Level
Il pediatric trauma center with medical and surgical units, a pediatric intensive care unit and a
neonatal intensive care unit.

Training Affiliations

RCHHC and RCHSD have longstanding agreements with the University of California, San Diego, under
which the parties support the teaching and training of pediatric residents and fellows, collaborate on
research objectives, and provide pediatric clinical services to patients within the community. CHC and
CHOC have longstanding agreements with the University of California, Irvine, under which the parties
support the teaching and training of pediatric residents and fellows, collaborate on research objectives,
and provide pediatric clinical services to patients within the community. Both universities are important
sources of future medical professionals for hospitals and provider groups in Southern California, and
beyond. Both RCHSD and CHOC serve as important training environments for pediatrics care.

The Proposed Transaction

Pursuant to an Affiliation Agreement dated December 17, 2023, CHC will merge with and into RCHHC,
which would result in RCHHC (to be renamed “Rady Children’s Health”) being the sole corporate
member of CHOC, CHOC at Mission, and RCHSD, as well as other subsidiaries. Each party and their
respective affiliates and subsidiaries will amend and restate their organizational documents to address
certain structural and governance matters, as set forth in the Affiliation Agreement. As noted previously,
RCHHC’s new Board of Directors will initially include nine directors nominated by RCHSD, nine directors
nominated by CHOC, and three directors nominated by the University of California.
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Combined Hospitals

Across all three hospitals, gross patient revenue totaled $7.04 billion in 2022. After $5.16 billion in
deductions and $142.79 million in capitation premiums, net patient revenue was $2.02 billion. Other
operating revenue brought total operating revenue to $2.27 billion. With $1.92 billion in operating
expenses, net income from operations was $342.61 million. Non-operating activities led to an overall
combined net income of $150.32 million. Per adjusted patient day, gross patient revenue was $23,156,
with $6,650 in net patient revenue, $7,450 in total operating revenue, and $6,324 in operating
expenses, resulting in $1,126 in net income from operations and $494 in overall net income including
non-operating items.3* Across all three hospitals in 2022, there were a combined 262,251 ER visits,
178,310 clinic visits, and 4,576 home health visits. The total referred outpatient visits were 123,531. The
hospitals performed 9,106 inpatient surgeries and 20,658 outpatient surgeries. There were no reported
purchased inpatient days, nursery days, nursery discharges, natural births, or cesarean sections across
the combined hospitals.3

Additional Information and Data-Selected Sources

California hospitals are required to submit annual Community Benefits Plan reports to the State of
California. In addition, non-profit organizations file form 990s as part of their required filings to the IRS.
These documents furnish additional detailed information to provide a picture of the large and complex
organizations that are parties to the proposed transaction and their significant roles in the health care
delivery system. As referenced earlier, relevant sections from those filings are excerpted below:

Children’s Hospital of Orange County — Community Benefits Plan3®

Children’s HealthCare of California (CHC) is the not-for-profit, tax-exempt parent corporation of
Children’s Hospital of Orange County (CHOC Hospital or CHOC Orange) and CHOC at Mission Hospital
(CHOC Mission), hereafter collectively referred to as the “Hospitals,” “CHOC,” or the “Organization.”

The Hospitals are the principal tertiary and quaternary pediatric hospitals serving Orange County
and are the only hospitals exclusively serving infants, children and adolescents.

CHOC has evolved from a community hospital to a world-class, integrated pediatric health care system
affiliated with the University of California, Irvine (UC Irvine). The organization is steadfastly committed
to the tens of thousands of children and families who depend on CHOC for care, as well as leading the
charge in advancing pediatric medicine on a national level. CHOC's brand identity - CHOC - asserts the
institution's position in the community and nationally. CHOC's legal name (Children's Hospital of Orange
County) remains unchanged.

The organization is comprised of:

- two pediatric hospitals, a California medical foundation,

- multiple primary and specialty clinics, programs, and services,

- affiliated locations,

- ahealth plan,

- CHOC Health Alliance (which is a physician-hospital consortium in the CalOptima program),

33 See Appendix C, Income Statement table.
34 See Appendix C, Other Utilization Statistics.
35 https://www.choc.org/files/CommunityBenefitPlanFY2023CCMH.pdf
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- and four centers of excellence, the CHOC Heart, Neuroscience, Orthopedic and Hyundai Cancer
Institutes,

- aResearch Institute performing basic science and clinical research,

- apediatric residency programs, including a combined physician residency program with UC
Irvine, which trains pediatric physicians, RNs, pharmacists, and therapists.

CHOC Hospital in Orange: In addition to the 334-bed, acute-care hospital, CHOC operates outreach
programs to serve the community outside the hospital. These outreach programs include the CHOC
Orange Clinic, Clinica CHOC Para Nifios, CHOC Clinic at the Boys & Girls Club of Santa Ana, and CHOC
Garden Grove. The CHOC Breathmobile program brings asthma education, prevention, and diagnosis to
community centers and schools throughout Orange County.

CHOC'’s target population is prenatal and neonatal infants, children, and youth through 21 years of
age, and up to 25 years of age for patients diagnosed with certain rare conditions. CHOC's primary
service area (PSA) is Orange County, California, based on the place of residence of most of its patients
served. Orange County has a total pediatric population of 782,110 children and youth (0-19 years).

CHOC Foundation: The CHOC Foundation is a California nonprofit public benefit corporation formed in
1964 to help support clinical and non-clinical medical education, research, and allied fields of pediatric
care exclusively at CHOC Orange and CHOC Mission.

CRC Real Estate Corporation: CRC Real Estate Corporation is a nonprofit public benefit corporation that
provides property and real estate services in support of CHOC.

RCHSD Hospital - Community Benefits Plan®®

RCHHC is a nonprofit, 511-bed pediatric-care facility and the San Diego region’s only hospital dedicated
exclusively to pediatric health care and the only designated Level 1 Pediatric Trauma Center. Through a
partnership with the University of California, San Diego (UCSD) School of Medicine, RCHSD serves as the
teaching hospital for the region’s pediatric physicians. As the sole pediatric hospital and trauma center
for San Diego and Imperial Counties, and with a growing presence in southern Riverside County, RCHHC
aims to meet its mission to restore, sustain and enhance the health and developmental potential of
children through excellence in care, education, research, and advocacy.

RCHSD is a regional Tertiary and Quaternary referral center that provides comprehensive inpatient and
outpatient acute care, including psychiatric and intensive care pediatric services.

On its main campus, the hospital operates the only Level 4 full scope Neonatal Intensive Care Unit
(NICU) serving San Diego, Riverside, and Imperial Counties. In addition, the hospital is licensed to
operate a Level 2 NICU for Scripps Memorial Hospital in Encinitas, Scripps Mercy Hospital San Diego, and
Scripps Mercy Hospital Chula Vista, and a Level 3 NICU for Scripps Memorial Hospital in La Jolla, and at
Southwest Healthcare System in Rancho Springs in Riverside County. Rady Children’s also collaborates
with hospitals locally and across the nation, including serving as neonatologist staff at Palomar Medical
Center Escondido and UCSD Jacobs Medical Center and running a Pediatric Medical Unit at Sharp
Grossmont Hospital in La Mesa. RCHSD treats children from birth to 18 years old and a few adults with
certain conditions for which it has specialized services.

36 https://www.rchsd.org/documents/2021/12/community-benefit-report-fy-2021.pdf/.
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RCHHC — FORM 990%

Non-profit organizations file a Form 990 under IRS rules that contains detailed information on
organization structure and operations. This section of the report excerpts from the Form 990 to provide
additional organizational information on RCHSD.

- Describe the organization’s program service accomplishments for each of its three largest
program services, as measured by expenses. Section 501(c)(3) and 501(c)(4) organizations are
required to report the amount of grants and allocations to others, the total expenses, and
revenue, if any, for each program service reported: Expenses $ 1,090,204,448 including grants
of $ 8,959,040; Revenue $ 1,373,808,556

Form 990 - Description

Rady Children's Hospital San Diego (the Hospital) is a regional tertiary and quaternary referral
center and provides comprehensive inpatient and outpatient acute, psychiatric, and intensive
care pediatric services. The Hospital also is the sole pediatric provider and designated pediatric
trauma center for San Diego County and is the primary source of pediatric and neonatal
intensive care services for both San Diego and Imperial counties. On its main campus, the
Hospital operates the only Level 4 full-scope neonatal intensive care unit in San Diego, Riverside,
and Imperial counties.

In addition, the Hospital operates an 11-bed Level 3 neonatal intensive care unit at Southwest
Healthcare System in Rancho Springs, an 8-bed Level 2 neonatal intensive care unit for Scripps
Memorial Hospital in Encinitas, an 18-bed Level 3 neonatal intensive care unit for Scripps
Memorial Hospital in La Jolla, and two Level 2 neonatal intensive care units for Scripps Mercy
Hospital located in San Diego and Chula Vista. Additionally, the Hospital operates an 11-bed
pediatric medical unit for Sharp Health located at its Sharp Grossmont campus and a Level 3, 4-
bed neonatal intensive care unit located at Palomar Medical Center in Escondido.

The Hospital is amalgamated with the University of California, San Diego, Health Sciences, and
serves as a center for graduate and post-graduate education in the field of pediatrics. Annually,
the Hospital has approximately 18,000 inpatient admissions and approximately 413,000 visits
per year in its outpatient departments. Additionally, the emergency department and urgent care
centers provide approximately 96,000 and 51,000 visits, respectively, per year.

The Form 990 also requires reporting on other entities operated by the filing entity (RCHSD). The exhibit
below excerpts data showing 22 entities (beyond the Hospital) listed as part of the Form 990 filing. This
data provides a more complete picture of the organizational structure of the organization and its
broader role and impact on the health care delivery system.

37 https://projects.propublica.org/nonprofits/organizations/951691313.
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Section D. Other Health Care Facilities That Are Not Licensed, Registered, or Similarly
Recognized as a Hospital Facility

(list in order of size, from largest to smallest)

How many non-hospital health care facilities did the organization operate during the tax
year? 22

1- RADY CHILDREN'S DEVELOPMENT SERVICES11752 EL CAMINO REAL SUITE 100 SAN DIEG(DEVELOPMENTAL AND
BEHAVIORAL SERVICES

2 - RADY CHILDREN'S SPECIALISTS OF SD25485 MEDICAL CENTER DRIVE SUITELI00OMURRIETA[CLINIC

3 - CHADWICK CENTER FOR CHILDREN & FAMILIES333 H ST SUITE 3010 CHULA VISTA, CA 919TRAUMA COUNSELING

4 - SANFORD CHILDREN'S CLINIC3605 VISTA WAY SUITE 1300CEANSIDE, CA 92056 CLINIC

5- RADY CHILDREN'S SPECIALISTS OF SD3605 VISTA WAY SUITE 1720CEANSIDE, CA 92056 [CLINIC/ URGENT CARE

6 - RADY CHILDREN'S HEALTH SERVICES DEVELOPMENTALAND
BEHAVIORAL SERVICES

7 - RADY CHILDREN'S SPECIALISTS OF SD385 W MAIN STREET EL CENTRO, CA 92243 CLINIC

8- RADY CHILDREN'S HEALTH SERVICES386 EAST H STREET SUITE 202 CHULA VISTA, CA 9191CLINIC

9 - RADY CHILDREN'S URGENT CARE4305 UNIVERSITY AVE 150 SAN DIEGO, CA 92105 CLINIC/ URGENT CARE

10- CITY HEIGHTS WELLNESS CENTER4440 WIGHTMAN STREET SUITE 200 SAN DIEGO, CA 92CLINIC/ URGENT CARE

11 - RADY CHILDREN'S SPECIALISTS OF SD477 NORTH EL CAMINO REAL BUILDING D ENCINIT/WELLNESS CENTER

12 - RADY CHILDREN'S URGENT CARE5565 GROSSMONT CENTER DRIVE BUILDING 2LA MESA|CLINICS

13 - RADY CHILDREN'S SPECIALISTS OF SD625 WEST CITRACADO PARKWAY ESCONDIDO, CA|URGENT CARE

14 - RADY CHILDREN'S SPECIALISTS OF SD2204 EL CAMINO REAL SUITE 1020CEANSIDE, CA 4CLINICS/ URGENT CARE

15 - RADY CHILDREN'S HOSPITAL7910 FROST SUITE 140 SAN DIEGO, CA 92123 CLINIC

16 - RADY CHILDREN'S HOSPITAL7920 FROST SUITE 140 SAN DIEGO, CA 92123 CLINICS
17 - NELSON FAMILY PAVILION8001 FROST STREET SAN DIEGO, CA 92123 CLINICS
18 - RADY CHILDREN'S HOSPITAL8010 FROST SUITE 140 SAN DIEGO, CA 92123 CLINICS
19 - RADY CHILDREN'S HOSPITAL8110 BIRMINGHAM DRIVE SAN DIEGO, CA 92123 CLINICS
20- HOMECARE8291 AERO PLACE SUITE 130 SAN DIEGO, CA 92123 CLINICS

21 - POLINSKY CHILDREN'S CENTER MED CLINIC9400 RUFFIN COURT BUILDING SAN DIEGO, {HOME HEALTHCARE

22 - RADY CHILDREN'S URGENT CARE25170 HANCOCK AVE 1ST FLOOR MURRIETA, CA 92562(CLINIC

CHOC - FORM 990

Non-profit organizations file a Form 990 under IRS rules that contains detailed information on
organization structure and operations. This section of the report excerpts from the Form 990 to provide
additional organizational information on CHOC Hospital.

- Describe the organization’s program service accomplishments for each of its three largest
program services, as measured by expenses. Section 501(c)(3) and 501(c)(4) organizations are
required to report the amount of grants and allocations to others, the total expenses, and
revenue, if any, for each program service reported: Expenses $ 937,990,234; Revenue
$1,077,701,993.

38 https://projects.propublica.org/nonprofits/organizations/952321786
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Form 990 - Description

CHOC provides specialized pediatric services for the care of children. During this year, there
were 69,587 days of inpatient care; 101,878 emergency room visits (including pediatric trauma
visits); 11,639 surgeries; and 345,196 primary and specialty care clinic visits. Our California
Medical Foundation provided 458,214 pediatric subspecialty service encounters to patients
throughout Orange County and beyond. See our complete community benefit report on our
website.

The Form 990 also requires reporting of other entities operated by the filing entity (CHOC Hospital). The
exhibit below excerpts data showing 46 entities (beyond the Hospital) listed as part of the Form 990
filing. This data provides a more complete picture of the organizational structure of the organization and
its broader role and impact on the health care delivery system.

Schedule H (Form 990) 2021

Section D. Other Health Care Facilities That Are Not Licensed, Registered, or Similarly Recognized as a Hospital
Facility (list in order of size, from largest to smallest)
How many non-hospital health care facilities did the organization operate during the tax year? 46

1 - ALLEVATO PEDIATRICS
431 S BATAVIA STREET SUITE 203 ORANGE, CA 92866

2 - CHOC CLINIC - SPECIALTY CARE
1201 W LA VETA AVE ORANGE, CA 92868

3 - CHOC CLINIC -SANTA ANA BOYS & GIRLS CLUB
1000 WEST HIGHLAND SANTA ANA, CA 92703

4 - CHOC ENDOCRINE & DIABETES CENTER
520 SUPERIOR AVE SUITE 160 NEWPORT BEACH, CA 92663

5- CHOC HEALTH CENTER
26691 PLAZA SUITE 130 MISSION VIEJO, CA 92691

6 - CHOC HEALTH CENTER CENTRUM
1120 WEST LA VETA AVENUE SUITE 125 ORANGE, CA 92868

7 - CHOC HEALTH CENTER CORONA
845 MAGNOLIA SUITE 101 CORONA, CA 92879

8 - CHOC HEALTH CENTER GARDEN GROVE
10602 CHAPMAN AVENUE SUITE 100 GARDEN GROVE, CA 92840

9 - CHOC HEALTH CENTER HUNTINGTON BEACH
19582 BEACH BLVD SUITE 380 HUNTINGTON BEACH, CA 92648

10 - CHOC OUTPATIENT HEART CENTER
505 S MAIN STREET SUITE 600 ORANGE, CA 92868

11 - CHOC OUTPATIENT REHABILITATION SERVICES
3745 W CHAPMAN AVE SUITE 200 ORANGE, CA 92868

12 - CHOC PRIMARY CARE CLINIC
3745 W CHAPMAN AVE ORANGE, CA 92868

13 - CHOC SLEEP CENTER
530 S MAIN STREET SUITE 100 ORANGE, CA 92868

14 - CHOC SPECIALISTS ALLERGY AND IMMUNOLOGY
725 WEST LA VETA SUITE 100 ORANGE, CA 92868

15 - CHOC SPECIALISTS CARDIOLOGY
505 SOUTH MAIN STREET SUITE 600 ORANGE, CA 92868

16 - CHOC SPECIALISTS NEUROSURGERY
505 SOUTH MAIN STREET SUITE 300 ORANGE, CA 92868

17 - CHOC SPECIALISTS OPTHALMOLOGY
1120 W LA VETA SUITE 100 ORANGE, CA 92868

18 - CHOC SPECIALISTS OTOLARYNGOLOGY
466 OLD NEWPORT BLVD NEWPORT BEACH, CA 92663
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19 - CHOC SPECIALISTS OTOLARYNGOLOGY
1010 WEST LA VETA SUITE 710 ORANGE, CA 92868

20 - CHOC SPECIALISTS OTOLARYNGOLOGY
770 PACIFIC COAST HWY SEAL BEACH, CA 90740

21 - CHOC SPECIALISTS OTOLARYNGOLOGY
250 E YALE LOOP SUITE 200 IRVINE, CA 92604

22 - CHOC SPEC PED GENERAL & THORACIC SURG
505 SOUTH MAIN STREET SUITE 225 ORANGE, CA 92868

23 - CHOC SPECIALISTS PHYSICIAN OFFICE
505 SOUTH MAIN STREET SUITE 350 ORANGE, CA 92868

24 - CHOC SPECIALISTS PSYCHIATRY
1120 WEST LA VETA AVENUE SUITE 470 ORANGE, CA 92868

25 - CHOC SPECIALTY CENTER NEWPORT BEACH
500 SUPERIOR AVE SUITE 140 NEWPORT BEACH, CA 92868

26 - CLINICA CHOC PARA NINOS
406 S MAIN ST SANTA ANA, CA 92701

27 - EDINGER PEDIATRICS
9900 TALBERT AVE SUITE 201 FOUNTAIN VALLEY, CA 92708

28 - FETAL CARE CENTER OF SOUTHERN CALIFORNIA
505 S MAIN STREET SUITE 650 ORANGE, CA 92868

29 - LOS ALAMITOS PEDIATRICS
10861 CHERRY STREET SUITE 305 LOS ALAMITOS, CA 90720

30 - ORANGE DOCTORS OF KIDS AND TEENS
1310 W STEWART DR SUITE 506 ORANGE, CA 92868

31 - PEDIATRIC AND ADULT MEDICINE
18102 IRVINE BLVD SUITES 103 105 TUSTIN, CA 92780

32 - POMONA PEDIATRICS
250 W BONITA AVENUE SUITE 200 POMONA, CA 91767

33 - PREMIER PEDIATRICS
15825 LAGUNA CANYON RD SUITE 102

34 - SEAVIEW PEDIATRICS - ALISO VIEJO
2 JOURNEY SUITE 100 ALISO VIEJO, CA 92656

35 - SEAVIEW PEDIATRICS - IRVINE
15785 LAGUNA CANYON ROAD SUITE 120 IRVINE, CA 92618

36 - SEAVIEW PEDIATRICS - LAGUNA HILLS
23521 PASEO DE VALENCIA SUITE 200 LAGUNA HILLS, CA 92653

37 - SEAVIEW PEDIATRICS - SAN CLEMENTE
1031 AVENIDA PICO SUITE 106 SAN CLEMENTE, CA 92673

38 - SOCPA - LADERA RANCH
777 CORPORATE DRIVE SUITE 250 LADERA RANCH CA, CA 92694

39 - SOCPA - LAKE FOREST
23321 EL TORO ROAD SUITES F G LAKE FOREST, CA 92630

40 - SOCPA - RSM
30212 TOMAS SUITE 220
RANCHO SANTA MARGARI, CA 92688

41 - SOCPA - SAN CLEMENTE
1300 AVENIDA VISTA HERMOSA SUITE 200 SAN CLEMENTE, CA 92673

42 - TOTAL PEDIATRICS OF ORANGE COUNTY
1640 NEWPORT BLVD SUITE 360 COSTA MESA, CA 92627

43 - CHOC SPECIALISTS PHYSICIAN OFFICE
505 SOUTH MAIN STREET SUITE 350 ORANGE, CA 92868

44 - CHOC NEUROSCIENCE INSTITUTE OP CENTER
505 SOUTH MAIN STREET SUITE 350 ORANGE, CA 92868

45 - CHOC PEDIATRIC PSYCHOLOGY
1120 WEST LA VETA AVENUE SUITE 470 ORANGE, CA 92868

46 - CHOC UROLOGY CENTER
505 S MAIN STREET SUITE 100 ORANGE, CA 92868
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CHOC at Mission—FORM 990

- Describe the organization’s program service accomplishments for each of its three largest
program services, as measured by expenses. Section 501(c)(3) and 501(c)(4) organizations are
required to report the amount of grants and allocations to others, the total expenses, and
revenue, if any, for each program service reported: Expenses $ 100,797,552 (including grants of
$ 21,500,000) and Revenue $ 110,653,179.

CHOC at Mission provides specialized pediatric services for the medical/surgical care of children from
birth to age 18. There were 10,046 inpatient care days; 14,863 emergency room visits; 473 surgeries,
and 20,238 outpatient visits.

CHOC at Mission does not operate any non-hospital care facilities.

Background and Literature

Access and Availability of Services Considerations

Research has shown that mergers that result in reduced competition can also result in less quality
competition and reduced services and reduced access to needed services.* These effects provide the
background and support for the competitive impact and general health care impact/equity conditions
recommended in this report. Reduced hospital competition can lead to reduced access to services for
several interrelated reasons. When a small number of hospitals dominate a market, they gain significant
market power, which diminishes their incentive to maintain or expand services. Without the pressure of
competition, these hospitals may prioritize cost-cutting measures to maximize profitability (even for
non-profits) and or other organization objectives, which can result in the reduction or elimination of less
profitable services, even if those services are essential to the community.

The lack of competition in the markets under study here increases the risks of reduced service
availability and quality in the future. In competitive markets, there are incentives to compete to provide
needed services and quality. In markets dominated by a single provider, barriers to entry are often
substantial, thus reducing the possibilities for competitive responses from other suppliers if the
dominant hospitals cut back on services. Barriers in the hospital market can include the need for
significant capital investment, especially if the market involves high upfront costs for infrastructure and
a specialized workforce. Additionally, the dominant company may have exclusive access to key
resources, such as, in this case, pediatric physicians and nurses and other specialized inputs. Established
hospitals that operate with economies of scale can produce services at a lower cost per unit than a
smaller, new entrant could manage. Alternatively, existing hospitals that are highly profitable can keep
prices low to deter entry into the market.

These economic dynamics indicate that should the transaction be approved, the resulting economic
conditions could raise the risk of reduced services and quality along with the potential for higher prices
and other anti-competitive outcomes. In summary, these considerations and potential risks to access
and availability of services related to the transaction need to be assessed, along with mitigating
conditions, during the review process.

39 http://www.rwijf.org/content/dam/farm/reports/issue_briefs/2012/rwjf73261
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Rising health care spending and rising hospital prices are among the most pressing challenges affecting
employers, families, and policymakers today in California (and across the nation). The proposed
transaction would combine two of the largest pediatric hospital organizations in California and would
create the largest children’s hospital system in the state. As such, it is important to understand how,
from a competitive impact and a health care impact/equity impact perspective, this transaction would
fit into and impact the health care landscape in affected communities and the broader economic
implications of the transaction, should it be approved. In this section, we review these issues and
relevant literature to provide background for these assessments.

Rising Health Care Costs Are Impacting Affordability and Access to Health Care in the United States
and California

Rising health care costs in the United States (U.S.) have had a significant impact on affordability for
many Americans.*”® Health spending in the U.S. has generally grown faster than inflation and household
incomes. This rapid growth in health care expenditure has led to several affordability challenges for
many families across the U.S. including California:**

- Maedical debt: In 2018, 19% of U.S. households had medical debt, with $2,000 being the median
amount owed. This debt can force individuals to take extra jobs, borrow money, reduce
spending on other essentials, or even declare bankruptcy.

- Delayed or forgone care: High health care costs often lead people to skip routine care, avoid
filling prescriptions, or postpone emergency care. This can result in worsening health problems
and potentially higher long-term costs.

- Impact on household finances: Health care costs are taking up an increasingly large portion of
monthly budgets, affecting people's ability to pay for other living expenses. This is true even for
those with health insurance.

- Disparities in affordability: The burden of medical debt and affordability issues
disproportionately affect certain groups. Black and Hispanic households are more likely to have
medical debt than white, non-Hispanic households.

- Underinsurance: Despite having health insurance, many Americans still face significant out-of-
pocket costs. Many people don't have enough savings to cover typical deductibles and out-of-
pocket maximums.

- Stress and mental health: Financial difficulties related to health care costs can lead to stress,
mental health issues, and risky health behaviors such as smoking and alcohol consumption.

40 https://www.kff.org/health-policy-101-health-care-costs-and-affordability/;
https://scholar.harvard.edu/files/cutler/files/increased_spending_on_health_care.pdf.

41 https://socialpolicyinstitute.wustl.edu/how-healthcare-costs-impact-household-finances-and-access-to-care/;
https://www.healthsystemtracker.org/brief/policy-issues-and-trends-2024/;
https://www.commonwealthfund.org/publications/surveys/2023/oct/paying-for-it-costs-debt-americans-sicker-
poorer-2023-affordability-survey.
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Should the transaction be approved without the necessary conditions to prevent anti-competitive
effects, resulting in increases in prices and spending from this proposed transaction can exacerbate all
these challenges.

California Has Experienced a Significant Increase in Health Care Spending Including Rising Hospital
Costs

California has experienced a consistent and significant increase in per capita health care costs over the
past decade. In 2010, California's health care spending per capita was $6,480; by 2020, per capita health
spending had increased to $10,299.%? This represents a substantial growth in health care costs over a
ten-year period.

Health spending in California

Health spending in California shot up 60% in 10 years, reaching $10,299 per person in 2020. This includes what
private insurers, public programs and individuals pay for care and prescriptions.
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Source: California Health Care Foundation

Source: https://www.chcf.org/publication/2023-edition-california-health-care-spending/#related-links-
and-downloads

42 https://usafacts.org/topics/health/state/california/.
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The exhibit below, prepared by the UC Berkeley Labor Center, presents data that shows that between
2002 and 2021, personal health care expenditures per capita increased by 163%, while Gross State
Product (GSP) per capita grew by 110%.** During the same period, the Consumer Price Index (CPI),
median wages, and household income rose between 61% and 72%. These trends have become so
concerning that the state has established the Office of Health Care Affordability (OHCA) to implement
measures to slow the growth of health care costs, including setting cost growth targets.*

Exhibit 4: Cumulative historical growth rate of
select economic indicators, California, 2002-2021
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Notes: Personal health care expenditures per capita is included for comparison purposes as the closest available
proxy for total health care expenditures per capita. An estimate of personal health care expenditures per capita
was not available for California for 2021; U.S. data was used for that year.

Sources: UC Berkeley Labor Center analysis of data from Center for Medicare and Medicaid Services, U.S. Bureau
of Economic Analysis, Economic Policy Institute analysis of U.S. Census Bureau Current Population Survey, Federal
Reserve Bank of St. Louis analysis of U.S. Census Bureau Current Population Survey, California Department of
Finance.

Rising Hospital Prices Are a Major Driver of Rising Health Care Spending in the U.S. and California

There has been extensive research documenting that rising prices for hospital care in the U.S. are a
major factor leading to health care spending growing faster than other economic indicators. A study by
the Health Care Cost Institute (HCCI) reveals significant trends in health care spending and pricing.
According to the study, average annual health care spending for individuals with employer-sponsored
insurance increased by 19% from $5,656 in 2018 to $6,710 in 2022.%° The most substantial growth was
observed in inpatient hospital services, where prices surged by 28% between 2017 and 2021, despite a
decline in utilization (meaning the usage rates for treatments, procedures, or services provided to
patients). This trend underscores the critical role of price increases in driving overall health care costs, as
prices grew by about 14% overall during this period, compared to just over 7% growth in utilization.

3 https://laborcenter.berkeley.edu/wp-content/uploads/2023/09/What-can-we-afford.pdf.
4 https://calmatters.org/health/2024/02/health-care-costs-cap/.
45 https://healthcostinstitute.org/images/pdfs/HCCI 2022 Health Care Cost and Utilization Report.pdf.
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These trends underscore the importance of ensuring that, should the transaction be approved, there are
appropriate safeguards to preserve and protect competition, post-transaction.

The exhibit below illustrates the cumulative changes in health care prices and utilization for Californians
under age 65 with job-based coverage from 2013 to 2017.% Over this period, prices increased across all
categories: inpatient (17%), outpatient (18%), professional services (18%), and prescription drugs (23%),
leading to an overall price increase of 18%. Conversely, utilization of these services generally declined,
with inpatient utilization decreasing the most by 12%. Outpatient and professional services utilization
decreased by about 4-5%, while prescription drug utilization remained relatively stable. As can be seen,
all of the increase related to hospital spending over the period is as a result of higher prices and not
higher utilization. Hospital spending is the largest component of health insurance premiums, and when
hospital prices increase, they have a major effect on total premium increases.

Cumulative change in health care prices and utilization since 2013,
Californians under age 65 with job-based coverage
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46 https://laborcenter.berkeley.edu/high-health-care-prices-are-the-primary-driver-of-california-workers-health-
care-cost-problems/.
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Rising hospital prices play a significant role in driving up total health spending. Rising hospital prices play
a significant role in driving up total health spending in California. Hospital prices to commercial payors in
California are, on average, well above what Medicare pays for the same service (300% of Medicare
rates).*” The high prices charged by hospitals are a key element of growing costs, which is reflected in
the high premiums paid by consumers. The report from the UC Berkeley Labor Center found that over a
20-year period (2002 to 2021), health care premiums in California grew by 163%, while incomes only
rose by 72%.%®

The exhibit below illustrates the changes in hospital spending, volume, and prices for California hospitals
over a 20-year period from 2002 to 2022. During this time, hospital spending saw significant growth.
This increase in spending was driven primarily by rising prices rather than increased utilization/volume
of services (including inpatient and outpatient services). The volume of services remained relatively
stable or experienced only modest growth, highlighting that the increase in hospital spending was
predominantly due to higher prices for hospital services rather than an increase in the number of
services utilized:

% Change Hospital: Spending, Volume and Price, 2002 - 2022

% Change Hospital Volume (AdjPatient . 20%
Days) CA Hosptials 0

% Change - Total Revenue (Operating) CA _ o
Hospitals 238%
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Source: HCAI Hospital PIVOT Data, Selected Years
Role and Importance of Maintaining Competition in Health Care Markets

There is extensive and growing academic literature that describes the role and importance of maintaining
competition within U.S. health care markets, including hospital markets such as the ones at issue in this
proposed transaction. A recent publication by two professors and leading U.S. health economists
summarizes the role that competition plays in determining the performance of the nation’s health care
system and the importance of maintaining competitive markets to benefit consumers.* Key findings from
their report are summarized and excerpted below:

47 Christopher Whaley et. al., Prices Paid to Hospitals by Private Health Plans: Findings from Round 4 of an
Employer-Led Transparency Initiative | RAND, May 17, 2022,
https://www.rand.org/pubs/research_reports/RRA1144-1.html.; https://www.calhealthplans.org/cahp-fact-sheet-
research-review-study-hospitals-charged-california-private-insurers-300-of-medicare-in-2022-rand/

48 https://laborcenter.berkeley.edu/high-health-care-prices-are-the-primary-driver-of-california-workers-health-
care-cost-problems/.

4 https://onepercentsteps.com/policy-briefs/addressing-hospital-concentration-and-rising-consolidation-in-the-
united-states/
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Market-Based U.S. Health System: The U.S. health system, particularly the hospital sector,
operates largely on a market-based model. Both public and private payers rely on competition
between hospitals to enhance quality and control costs. Hospitals compete on prices and quality
to attract patients and secure inclusion in insurers’ networks. Annual negotiations between
hospitals and insurers determine the structure and level of hospital payments.

Impact of Mergers and Acquisitions: The U.S hospital sector has become increasingly
concentrated due to mergers and acquisitions, which has raised concerns. This concentration is
driving up health spending and negatively affecting consumers. The hospital sector is a significant
driver of US health care spending, accounting for about a third of total health spending and 6% of
the gross domestic product (GDP) in 2018.

Importance of Hospital Market Functioning: Effective hospital markets are crucial for the overall
health system, especially since hospitals provide care during critical times like acute illness, major
injuries, and childbirth. However, the hospital markets in the U.S. are considered broken, with
over 80% of hospital markets being "highly concentrated" according to the DOJ/FTC guidelines.
The trend of hospitals acquiring physician practices is also concerning, as it could further reduce
competition.

Consequences of Reduced Competition: The lack of competition in the hospital sector is
detrimental to consumers. Hospital consolidation has been linked to increased prices, reduced
clinical quality, and limited patient choice when hospitals acquire physician groups. Research
consistently shows that hospital mergers, especially between significant market players, lead to
substantial price increases, often exceeding 20%. Cross-market mergers, where hospitals are not
direct competitors, have also led to price increases of 10% to 17%.

Impact on Quality and Costs: Research indicates that reduced hospital competition compromises
care quality. Studies show that hospital mergers do not improve quality, and in more
concentrated markets, patient outcomes are worse. Additionally, there is little evidence that
hospital mergers lead to significant cost savings, with any efficiencies generally being minimal,
typically less than 5%.

Interventions and Potential Savings: The brief suggests key policy and regulatory interventions
to improve the functioning of US hospital markets and quantifies potential savings from such pro-
competitive policies. These interventions are necessary to address the negative consequences of
hospital mergers and restore competition in the sector.

Hospital Systems and Health Care Markets

The presence or formation of multi-hospital systems, such as that resulting from the proposed
transaction here, can also lead to competitive concerns. For example, a recent court case in California
(Sutter-Sidibe) involved the anticompetitive conduct of a health care organization that consists of a
hospital system including multiple hospitals. As part of the legal proceedings, an Amicus Brief was filed
with the court on behalf of a wide range of the leading health economists in the U.S.%° The Amicus Brief,
drawing upon the literature and expertise of the contributing faculty, offered expert opinions on issues
related to the dangers to competition that multi-hospital systems can impose including the imposition of

%0 Sidibe v. Sutter Health, Case No. 22-15634 (9th Cir.).
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anti-competitive conditions on health plans. The authors broadly referred to this as “system power” in
the Brief. This Section of the report draws upon the Brief as background for the issues relevant to
California and to the proposed transaction, including hospital market structure, hospital systems, and
competition.®®

Market Power and Systems: Large health systems that span multiple markets can leverage their
extensive holdings to harm competition and increase prices during negotiations with insurers. A
prime example is the Sutter Health system, which has used its market dominance in Northern
California to enforce higher rates across all its hospitals and limit insurers' ability to direct
patients to lower-cost alternatives. Where hospitals systems possess market power, they can
impose contractual conditions that significantly inflate health care costs for patients and payers,
as shown in the Sutter case. Market power is widespread in the health care sector and is a major
contributor to the high cost of health care in the U.S., particularly in inpatient hospital care.
Hospitals compete within localized markets to be included in health plan networks, but many of
these markets are highly concentrated, leading to higher prices without improvements in quality
or efficiency. Research consistently shows that hospital mergers result in significant price
increases, often over 20%, without corresponding benefits to patients.

Kaiser Hospitals and Competition Analysis: Kaiser Hospitals should not be considered
competitors in antitrust assessments because they operate as a closed system, unavailable to
rival health plans. A study of a merger in California showed that despite Kaiser’s presence, other
hospitals like Sutter significantly raised prices after acquiring another hospital located in
Northern California and close to multiple Kaiser hospitals. This indicates that Kaiser’s hospitals
do not effectively constrain price increases in the broader market. Antitrust analysis should
focus on the impact on health plans, which are the direct purchasers of hospital services, rather
than on competitors like Kaiser that operate outside the general market. This is important to
note since there are Kaiser hospitals located near the merging hospitals, but the Amicus Brief
from objective experts indicates that their presence does not provide a competitive check on
pricing by the proposed merging parties.

Reduced Competition and Its Effects on Quality and Efficiency: Health systems that own "must-
have" hospitals can accumulate significant market power, which they can use to stifle
competition. While forming health systems can lead to economies of scale and potentially
improve care quality, anti-competitive strategies undermine these benefits by reducing the
incentive to improve care or lower costs. Tactics such as system-wide pricing and all-or-nothing
contracts restrict competition and are precisely the types of practices that antitrust laws aim to
prevent.

Stimulating Competition Through Insurance Design: Insurers and employers, when the
competitive structure is protected and preserved, have strategies to counteract the market
power of dominant health systems. These include:

51 Northern California may well be the prime example of the adverse effects of system power, as Northern
California prices are on average 24% higher than Southern California for the same services. Richard Scheffler et al.,
The Sky’s the Limit: Health Care Prices and Market Consolidation in California, CALIFORNIA HEALTH CARE
FOUNDATION (2019) (specifically citing the state lawsuit against Sutter for its anticompetitive conduct in driving
prices); see also Consolidation in California’s Health Care Market 2010-2016: Impact on Prices and ACA Premiums,
NICHOLAS C. PETRIS CENTER ON HEALTH CARE MARKETS AND CONSUMER WELFARE (March 26, 2018) (finding
“stark differences in prices and ACA premiums between Northern and Southern California”).”
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e Tiering: Creating tiers where enrollees pay less for care from preferred providers,
incentivizing hospitals to offer competitive prices.

e Steering: Directing patients to preferred, often lower-cost, hospitals.

e Narrow Networks: Excluding high-priced providers from plan networks.

e Transparency: Providing enrollees with information about the costs and quality of care
at different providers, helping them make informed decisions and fostering competition
among hospitals.

As such, when a proposed transaction, such as the one at issue here, involves the creation of a hospital
system with “must-have” hospitals, it is essential to protect the competitive structure of the market to
preserve these options for restoring and stimulating competition and to prevent the proposed merging
hospitals from limiting the ability of health plans to introduce these options to stimulate competition.

Utility of Constructing Broad Hospital Provider Networks

A recent scholarly paper described the dynamics underlying the construction of hospital provider
networks.>? Key findings from that paper are summarized below:

Employers' Considerations for Health Plans Across Multiple Geographic Areas: Employers with
a workforce spread across multiple geographic areas look for health plans that offer access to
needed services for their employees and the best overall value across all these locations. For
these employers, the entire provider network or bundle is the product, so they evaluate
whether one provider network can be substituted for another, rather than focusing on
individual providers in specific markets. Consequently, insurers are motivated to build networks
that include key providers important to their employer customers, even if those providers are
not in the same geographic market from a patient’s perspective.

The "Common Customer Effect” in Health Plan Selection: For example, consider a family
choosing a health plan where their preference is a network that includes both the children's
pediatrician and the parent’s cardiologist. A plan that includes both is the most desirable; one
that includes only one is less valuable, but the family would be unlikely to choose a plan that
includes neither. The combined presence of both providers in the network maximizes its utility,
while the absence of both results in a greater loss of utility than the lack of both individually.
This phenomenon, referred to by Dafny, Ho, and Lee as the “common customer effect,” is
similar to the impact of an acquisition that combines two hospitals in different geographic
markets for negotiating purposes. Such an acquisition can make the exclusion of both hospitals
from a network more detrimental than if they were excluded independently before the merger.
As payors and employers seek to have broad provider networks with accessible services, the
more providers that opt out of the network the less reliable and valuable the network is to
patients.

Implications for Health Plan Premiums: This effect can influence health plan premiums, as the
plan may need to raise premiums to cover the increased costs from the merged entity.

52 Jaime S. King & Erin C. Fuse Brown, The Anti-Competitive Potential of Cross-Market Mergers in Health Care,
11 ST. Louis U. J. HEALTH L. & PoL'y (2017).
Available at: https://scholarship.law.slu.edu/jhlp/vol11/iss1/5
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Competitive Dynamics Affecting Inclusion in and Construction of Health Plan Provider Networks

The dynamics of hospital-insurer relationships and their impact on health care markets can be
understood through a two-stage competition model developed by economists.>® This model,
summarized and excerpted below, illuminates the complex interplay between hospitals, insurers,
employers, and patients, highlighting how these interactions shape health care access, quality, and
costs. It also informs how the transaction at issue here can result in increased prices or other risks to
competition, as explained below.

Stage 1: Hospital and Insurer Negotiations: In the first stage of this competition model,
hospitals compete to be included in insurance networks, which is vital for driving patient flow.
Insurers, on the other hand, must create networks that are appealing to employers, who
ultimately decide on the insurance plans offered to their employees. This creates a delicate
balance where insurers must build networks that are comprehensive and cost-effective.

Negotiation Dynamics: During this stage, hospitals and insurers negotiate prices and terms for
inclusion in networks. Insurers aim to build networks with wide geographic coverage and a full
range of core services, as networks with significant gaps are unattractive to employers and
patients. Multi-hospital systems can leverage their market power by negotiating on an "all-or-
nothing" basis, using the must-have status of certain hospitals to gain bargaining power. This
strategy often forces insurers to include all hospitals within a system, even those that may not
provide the best value. This practice can reduce overall market efficiency by allowing less
efficient hospitals to maintain their market position due to their association with more desirable
facilities. In these situations, one option that health plans can employ is to create tiered network
products to steer patients away from providers that are part of the “must-have” network to
other providers that offer better value. These types of options are described below.

Products and Policies to Preserve, Promote, and Leverage Competition: Payors have developed
tools such as tiered networks, which encourage patients to choose more affordable providers
within the network.>* However, powerful hospital systems often resist these mechanisms,
insisting on contract terms that prevent insurers from steering patients towards cost-effective
options. Policy makers are increasingly introducing explicit regulations to protect competition
and the ability of payors to implement products that stimulate and leverage competition.>®

Stage 2: Hospital Competition Within Networks: In the second stage, hospitals compete for
patients within the established insurance networks. Ideally, this competition would lead to
improvements in both price and quality as hospitals strive to attract patients. However, the
restrictive practices imposed by hospital systems during the first stage hamper this competition.

Impact on Market Efficiency: By limiting insurers' ability to differentiate between providers
based on cost and quality, these practices reduce the incentives for hospitals to compete on
these factors. As a result, the health care market may not operate at optimal efficiency, leading
to higher prices and less motivation for quality improvement. This dynamic ultimately harms
consumers, as it diminishes the competitive pressures that would otherwise drive better

53 https://equitablegrowth.org/research-paper/hospital-consolidation-matters/.

54 Frank MB, Hsu J, Landrum MB, Chernew ME. The Impact of a Tiered Network on Hospital Choice. Health Serv
Res. 2015 Oct;50(5):1628-48. doi: 10.1111/1475-6773.12291. Epub 2015 Mar 9. PMID: 25752219; PMCID:
PMC4600365.

55 https://www.arnoldventures.org/stories/state-policy-win-snapshot-texas-and-connecticut-fight-anti-
competitive-hospital-practices
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outcomes in the market. The two-stage competition model highlights the complex interplay
between hospitals and insurers in the health care market. While hospitals use their market
power to secure advantageous positions within networks, insurers must navigate these
dynamics to build comprehensive and cost-effective networks. The restrictive practices that
arise from these negotiations can stifle competition, leading to a less efficient market that does
not fully benefit consumers.

Anti-Competitive Potential of Cross-Market Mergers in Health Care

A review article published in the Saint Louis University Journal of Health Law & Policy discussed multiple
aspects of hospital market structure and relevant literature including the anti-competitive potential of
cross-market mergers. The following summarizes and provides excerpts from relevant literature and key
elements related to cross-market mergers in the hospital industry.

Hospital System Pricing Post-Acquisition: Researchers have modeled how a hospital system can
increase prices after acquiring providers in a different geographic market.>® The research
suggested that mergers involving health care providers from different markets could be anti-
competitive if the merged entity negotiated with the same insurers or had overlapping clients,
such as companies with employees in both regions. This could lead to the merged entity
leveraging its position to offer bundled products, thereby increasing the perceived value of
having both, or conversely, creating a disadvantage for not having access to both, similar to anti-
competitive tying practices.

Impact on Employers and Insurers: Employers and insurers negotiating reimbursement rates
with such merged providers experience what is known as the "common customer effect."
Employers with employees in multiple regions favor insurance plans that provide
comprehensive network coverage across all these areas. For these employers, the overall
network of providers is more important than individual providers in specific regions. As a result,
insurers are incentivized to include major providers in their networks, regardless of their
geographic locations. When hospitals in separate geographic regions are acquired and merged,
the resulting entity may gain greater negotiating leverage. This increased power makes the
impact of losing both hospitals from a network more significant compared to losing each one
individually.

Key Competitive Impact Findings and Conclusions

The parties to the proposed transaction have market power from serving the pediatric patient
population in San Diego and Orange Counties, endowing the merging hospitals with substantial
market power, as reflected in a variety of key indicators including high market shares, high
prices (though not necessarily charging the maximum price possible), and high profit margins. A
combination of the parties to the proposed transaction therefore risks an increase in, already
substantial, market power and price increases, post-transaction.

56 Leemore Dafny et al., The Price Effects of Cross-Market Mergers: Theory and Evidence from the Hospital
Industry, 50 RAND J. ECON. 286 (2019); Lewis & Pflum, Hospital Systems and Bargaining Power: Evidence from Out-
of-Market Acquisitions, RAND J. ECON. 579 (2017); Vistnes & Sarafidis, Cross-Market Hospital Mergers: A Holistic
Approach, 79 ANTITRUST L.J. 253 (2013).
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Concerns from third parties as to the potential competitive and more general impacts are set out in the
Key Findings of Stakeholder Interviews in Appendix B, the concerns expressed by payors and other
relevant market participants support the conditions | recommend throughout this report.

The Parties’ Own Description of the Dominant Market Positions of the Merging Hospitals

As noted previously in this report, the parties’ own public descriptions of their organizations recognize
their unique positions in the markets they serve, as the principal providers of specialized pediatric
hospital services with an extensive network of linked hospital and physician providers and other entities
serving the pediatric populations in San Diego, Orange County, and other geographies.

The Merging Parties Are the Primary Providers of Pediatric Hospital Services Endowing Them with
Market Power

Available data confirm the descriptions by the hospitals of their unique and dominant roles in providing
specialized hospital services to the pediatric population in San Diego and Orange Counties including
drawing patients from outside of California and the U.S.

The data in the following exhibit show that the parties are exclusively focused on pediatric services. As
shown, almost all patients (IP) treated at the hospitals are pediatric patients.

90+% of All Patients (IP) at Each Hospital Are within the Age Range 0-18
101%

100%

100%

99%

98%

98%

97% 97%

96%

95%
RADY CHILDREN'S CHILDREN'S HOSPITAL OF CHILDREN'S HOSPITAL AT
HOSPITAL - SAN DIEGO ORANGE COUNTY MISSION

W % Total Patients (IP) Age 0-18 Years

Source: HCAI PDD 2022

The exhibit above presents data on the percentage of total inpatient (IP) patients admitted to each
hospital that are aged 0-18 years for each of the three children's hospitals--98% of RCHSD’s total
inpatient population is in this age group. CHOC shows a slightly lower percentage at 97%. CHOC at
Mission stands out with 100% of its inpatient population falling within the 0-18 age range. These figures
demonstrate that all three hospitals are highly specialized in pediatric care, with the vast majority or the
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entirety of their inpatient services dedicated to children and adolescents. The minimal variation
between the hospitals (only 3 percentage points from lowest to highest) indicates a consistent focus on
pediatric care across these institutions.

The Merging Parties Have Dominant Market Shares of the Pediatric Hospital Markets

The data below summarizes the shares of the pediatric patient market by age for the merging hospitals.
As can be seen, based on HCAIl Inpatient Discharge data, the parties to the transaction have very high
market shares—90%-+ for ages 1-11 of all inpatients are treated at the merging hospitals and well above
50% for ages 12-17 also received their care from the merging hospitals:

Percent CHOC + CHOC at Mission All
Percent RCHSDof All Admissions, Age 1- Admissions, Age 1-18,
AGE 18, San Diego County Orange County
1 99% 93%
2 100% 93%
3 100% 94%
4 99% 94%
5 100% 93%
6 99% 94%
7 100% 93%
8 100% 94%
9 99% 95%
10 100% 93%
11 98% 90%
12 92% 77%
13 85% 73%
14 81% 67%
15 75% 64%
16 72% 63%
17 64% 60%
18 19% 25%

Source: HCAI PDD, 2022: Excludes Kaiser Hospitals; Includes Pediatric Behavioral Health Specialty Hospitals

For RCHSD, the data show a dominant market share across most age groups. From ages 1 to 10, RCHSD
accounts for 99-100% of all admissions to San Diego hospitals. There is a slight decrease to 98% for age
11, followed by a noticeable decline starting at age 12 (92%). The percentage continues to drop steadily
with increasing age. Data for CHOC and CHOC at Mission show a similar pattern but with slightly lower
percentages overall. From ages 1 to 10, CHOC and CHOC at Mission account for 93-95% of all admissions
to Orange County hospitals. The percentage begins to decrease at age 11 (90%). The data in the above
exhibit includes data from several hospitals that provide a limited range of services to the pediatric
population, generally beginning in mid-teen years, focusing on mental and behavioral health and
rehabilitation services only, and are not full-service pediatric hospital providers.
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Other Indicators of Market Power

High Prices and High Profits

High (relative) prices are a widely accepted indicator and consistent with the presence of market
power.’” The parties to the transaction, based on data reported to HCAI in their Annual Financial
Disclosure Reports (2022), have among the highest prices in their respective counties, as shown in the
exhibits below. Their high relative prices are not explained by the patient case mix differences that the
hospitals treat, or differences in input costs such as wages. In fact, the Medicare wage indices for the
two counties are very similar.

Hospital Prices in San Diego and Orange Counties (Net Patient Revenue per IP Admission Other Third
Party/Commercial Patients), 2022
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Three of the four highest-price hospitals are parties to the proposed transaction. CHOC has the highest
price ($63,500) among all hospitals listed (n=33), followed by UC San Diego Teaching Hospital (552,074)
and then RCHSD and CHOC at Mission ($45,466, $40,176).

57 Cooper Z, Craig SV, Gaynor M, Van Reenen J. THE PRICE AIN'T RIGHT? HOSPITAL PRICES AND HEALTH SPENDING
ON THE PRIVATELY INSURED. Q J Econ. 2019 Feb;134(1):51-107. doi: 10.1093/qgje/qjy020. Epub 2018 Sep 4. PMID:
32981974; PMCID: PMC7517591.
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Price and Case Mix Index, Hospitals San Diego and Orange County, 2022

Price and Case Mix Index, Hospitals SD and Orange County, 2022
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The relatively high prices charged by the parties are not due to differences in treating a higher-than-
average patient case mix compared to other hospitals in the two counties. The exhibit above displays
prices and the case mix index values for hospitals in the two counties.*® The three hospitals in the
proposed transaction are coded yellow in the above exhibit.

CHOC has the highest price (563,500) among all hospitals listed, including the two University of
California (UC) affiliated teaching hospitals (552,074 and $39,498). CHOC’s high relative price is not
determined by its case mix index, as it is lower than both UC hospitals and not significantly different
from other hospitals in the two counties. RCHSD’s case mix index is slightly higher than CHOC's but
lower than both UC teaching hospitals, and, while its price is lower than CHOC's, its price is still above
both UC hospitals. CHOC at Mission has the lowest case mix index among the three children’s hospitals
and all UC hospitals listed. However, its price is still higher than UC Irvine Medical Center.

This data have potential implications for this transaction. First, the data show that the merging hospitals
are already high priced compared to other hospitals in the samples. It will be important to fashion
conditions, should the transaction be approved, to limit the potential for additional price increases due
to reduced competition. In addition, the difference between CHOC's prices and RCHSD's prices
highlights the potential risk of higher prices for overlapping services at RCHSD post-merger, should
contract negotiations post-transaction be integrated across the parties.

8 A case-mix index measures the level of medical complexity of the patients, and the relative costliness of their
patient mix, based on methodologies developed and applied by the Medicare program for U.S. hospitals.
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Price and Case Mix Index Relative to County Medians, Hospitals in San Diego and Orange County, 2022

Another factor that can lead to legitimate economically based price differences is when hospitals are in
different labor markets where prices are comparatively higher. The high prices at the merging hospitals,
pre transaction, are not related to higher input costs such as higher medical personnel wages. The data
in the below exhibit compares prices and case mix index across hospitals calculated within each county —
San Diego and Orange County. The results show a similar pattern to the exhibits above where the prices
of the merging hospitals are at the high end of the distribution while their case mix indices are close to
the median values.
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The Centers for Medicare & Medicaid Services (CMS) calculate a hospital wage index used to adjust
payments to hospitals to account for geographic differences in wage levels. In 2024, the wage index for
San Diego is 1.2854 and the wage index for Orange County is 1.2635. These indices are part of the CMS’s
efforts to ensure equitable payment across different regions by reflecting the local labor costs. The wage
index is calculated annually and is based on wage data collected from hospitals’ cost reports and
occupational mix surveys. Even though the wage index is the same in each county, prices for CHOC and
Rady still exceed other hospitals in both counties.

Another widely accepted indicator of market power is the relative profitability of a hospital. Hospitals
can achieve higher profits through a variety of mechanisms, such as greater efficiency, higher relative
quality, and market power that allows them to set their prices above competitive levels and costs. The
exhibit below lists the total net income margins for various children's hospitals in California. The data
indicate that the merging hospitals are at the high end of the net income distributions in California.
RCHSD has the highest margin at 33%, followed by CHOC at Mission with 26%, and CHOC with 18%.
These three hospitals demonstrate the strongest financial performance among the listed institutions.
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Net Income Margin, Total: Children’s Hospitals, 2023

Net Income Margin, Total:
Children's Hospitals
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The exhibit below summarizes the distribution of total net income margins across general acute care
hospitals in California in 2023. The red bars indicate the three hospitals in the proposed transaction. As
can be seen, the three hospitals have among the highest net income margins among California hospitals.
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The parties to the transaction provide a unique set of hospital services to the pediatric patient
population that largely overlaps amongst the merging hospitals but with very limited overlap with other
hospitals in San Diego and/or Orange County -- and as such, raises the risk of reduced potential
competition and anti-competitive contracting practices post-transaction.

The Merging Hospitals Provide a Similar/Overlapping Mix of Services

Hospitals are multiproduct entities that provide different services to different populations depending on
the medical needs of the populations they serve. One way to assess the service mix of a hospital is to
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measure the number of patients they serve based on the medical diagnoses of their patient population
and the medical complexity of the services that they provide.

A standard and widely accepted measure of hospital patient case mix and complexity is a classification
referred to as Medicare Severity Diagnosis Related Groups (MS-DRGs). MS-DRGs measure the
complexity and case mix of hospital patients by categorizing them into groups that are expected to have
similar resource usage and costs. This is achieved through a detailed classification process that considers
several factors.®® MS-DRG data for hospital inpatients were analyzed to provide a picture of the
comparative mix of services to the pediatric population served by the merging hospitals.

Data reported to HCAI by the parties show that there were 450+ MS-DRGs that overlapped RCHSD and
CHOC and CHOC at Mission in terms of admitting patients to the same MS-DRG.2% This finding indicates
a substantial overlap in terms of services provided to the pediatric population and therefore indicating
that they are potential substitutes to serving pediatric patients.

The Parties to the Transaction Provide a Unique Set of Services to the Pediatric Patient Market with
Limited Overlap with Other Hospitals

One method to assess the competitive structure of a market is to assess the overlap among competitors
providing the same or similar mix of products and/or services. Markets with substantial overlap are
likely to be more competitive while those where the suppliers, in this case hospitals, do not offer
services that overlap with other providers are likely to be less competitive.

%9 These factors include: (1) Severity of Illness — MS-DRGs include classifications for complications and
comorbidities (CC) and major complications or comorbidities (MCC). These classifications help differentiate
between patients with varying levels of severity; (2) Resource Utilization — By considering the procedures
performed and the complexity of the patient's condition, MS-DRGs ensure that hospitals are compensated by
Medicare and other payors based on the expected resource utilization. This helps align payments with the actual
costs of treating patients, promoting efficiency and cost-effectiveness in healthcare delivery; and (3)
Standardization — The MS-DRG system standardizes the classification of patient cases to compare hospital
performance. Under the Medicare system, each MS-DRG is assigned a fixed payment rate based on estimated
relative costs of patients in each DRG.

%0 The overlapping MS-DRGs are: 3, 4, 14, 16, 18, 23, 24, 25, 26, 27, 28, 29, 30, 31, 32, 33, 40, 41, 42, 52, 53, 54, 55,
56, 57, 58, 59, 60, 64, 65, 66, 70, 71, 72,73, 74, 75, 76, 81, 82, 83, 84, 85, 86, 87, 88, 89, 90, 91, 92, 93, 94, 95, 96,
97,98, 99, 100, 101, 102, 103, 113, 115, 121, 122, 123, 124, 125, 136, 137, 138, 140, 141, 142, 143, 144, 145, 149,
151, 152, 153, 154, 155, 156, 157, 158, 159, 163, 164, 165, 166, 167, 168, 175, 177, 178, 179, 186, 187, 189, 190,
191, 193, 194, 195, 196, 197, 199, 200, 201, 202, 203, 204, 205, 206, 207, 208, 216, 219, 220, 221, 227, 228, 229,
242, 243, 252, 253, 254, 260, 266, 268, 269, 270, 271, 274, 280, 286, 287, 288, 291, 292, 296, 299, 300, 301, 303,
304, 305, 306, 307, 308, 309, 310, 312, 313, 314, 315, 316, 319, 320, 326, 327, 328, 329, 330, 331, 335, 336, 337,
338, 339, 340, 341, 342, 343, 344, 345, 346, 348, 349, 350, 351, 352, 353, 354, 355, 356, 358, 368, 369, 370, 371,
372,373, 374, 375, 377, 378, 379, 383, 384, 385, 386, 387, 388, 389, 390, 391, 392, 393, 394, 395, 406, 410, 417,
418, 419, 435, 438, 439, 440, 441, 442, 443, 444, 445, 446, 454, 455, 456, 457, 458, 460, 463, 464, 465, 475, 477,
478, 479, 480, 481, 482, 486, 488, 489, 492, 493, 494, 496, 499, 500, 501, 502, 503, 504, 511, 512, 513, 514, 515,
516,517, 519, 520, 533, 534, 536, 539, 540, 541, 543, 544, 545, 546, 547, 549, 550, 551, 552, 553, 554, 555, 556,
557, 558, 562, 563, 564, 565, 566, 571, 572, 577, 578, 579, 580, 581, 596, 601, 602, 603, 604, 605, 606, 607, 614,
615, 626, 627, 629, 637, 638, 639, 640, 641, 642, 643, 644, 645, 654, 657, 658, 659, 660, 661, 663, 670, 672, 673,
674, 682, 683, 684, 687, 689, 690, 693, 694, 696, 698, 699, 700, 711, 712, 728, 737, 742, 743, 747, 754, 757, 759,
760, 761, 789, 790, 791, 792, 793, 794, 795, 801, 802, 803, 804, 808, 809, 810, 811, 812, 813, 814, 815, 816, 823,
824, 825, 829, 830, 834, 835, 836, 837, 838, 839, 840, 841, 842, 844, 846, 847, 853, 856, 857, 862, 863, 864, 865,
866, 867, 868, 869, 870, 871, 872, 876, 880, 881, 882, 883, 884, 885, 886, 887, 896, 897, 902, 904, 906, 907, 908,
909, 914, 915, 916, 917, 918, 919, 920, 921, 922, 923, 939, 940, 941, 947, 948, 949, 950, 951, 955, 956, 958, 963,
964, 965, 981, 982, 983, 987, 988, 989, and 999.
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MS-DRGs Provided by Three Merging Hospitals and Compared to Other Hospitals in San Diego and/or
Orange County

In this section, we measure the unique role of the parties to the transaction in terms of their unique
provision of services in the market as measured by the medical diagnosis of their patients compared to
other hospitals (MS-DRGs). The following exhibits provide data summarizing their patient populations
comparing the three hospitals to all other hospitals in San Diego and Orange Counties in terms of the
MS-DRG of the admitted patients in 2022. The findings show a significant number of MS-DRGs where
the merging hospitals are the only hospitals in the two counties serving pediatric patients that are
classified into the following MS-DRGs.

DRGs Provided Only by Three Merging Hospitals with zero admissions to other Hospitals

The list of Medicare Severity-Diagnosis Related Groups (MSDRGs) includes the following codes: 1, 2, 11,
14, 16, 18, 20, 24, 31, 32, 40, 54, 56, 58, 65, 66, 67, 75, 80, 81, 95, 113, 124, 136, 150, 151, 175, 181,
186, 188, 191, 192, 196, 197, 216, 217, 218, 220, 221, 224, 227, 228, 229, 242, 243, 244, 247, 252, 258,
259, 260, 261, 265, 266, 267, 268, 269, 271, 273, 274, 286, 288, 292, 302, 303, 304, 305, 306, 308, 319,
320, 334, 344, 347, 350, 352, 353, 355, 357, 369, 374, 381, 383, 406, 410, 411, 423, 425, 435, 436, 437,
461, 463,471,472, 475, 476, 483, 495, 499, 500, 503, 506, 508, 515, 518, 533, 537, 549, 550, 553, 554,
573, 575, 585, 593, 601, 615, 623, 628, 629, 630, 650, 651, 652, 653, 654, 657, 659, 662, 663, 664, 670,
673,674, 675, 686, 693, 695, 696, 709, 715, 723, 730, 744, 748, 749, 756, 757, 759, 793, 794, 799, 801,
820, 824, 826, 827, 828, 830, 840, 843, 844, 845, 849, 867, 903, 905, 919, 940, 941, 945, 946, 987, and
999.

The following list of MS-DRGs provides examples of the specialized nature of unique MS-DRGs provided
by the merging hospitals, including such procedures as shunts, transplants, and various cardiac-related
procedures. This list highlights the lack of competition currently faced by the merging hospitals and
underscores the potential risk to competition should the transaction be approved without conditions to
preserve competition where possible.
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Names of MS-DRGs Medicare Severity Diagnosis Related Groups, with at least 10 admissions to
RADY/CHOC/Mission and zero admissions to other hospitals

The table below lists the names of some MS-DRGs selected from the above list to provide some insight into
the highly specialized nature of the services provided by the merging parties. As can be seen, many are of a
highly specialized clinical nature. These findings suggest that there is likely to be limited entry into the market
to compete with the merging parties but at the same time the merging parties, given their focus on highly
specialized services to the pediatric market represent potential competitors to one another.

32: Ventricular shunt procedures

229: Major chest procedures with MCC

14: Allogeneic bone marrow transplant

16: Autologous bone marrow transplant

919: Complications of treatment with MCC

31: Ventricular shunt procedures with CC

228: Major chest procedures with CC

220: Cardiac valve & other major cardiothoracic procedure w/o cardiac catheterization w/CC

252: Other vascular procedures with MCC

271: Other major cardiovascular procedures with CC

987: Non-extensive O.R. procedure unrelated to principal diagnosis with MCC

274: Percutaneous intracardiac procedures w/o MCC

305: Hypertension with MCC

54: Nervous system neoplasms with MCC

759: Infections, female reproductive system with MCC

308: Cardiac arrhythmia & conduction disorders with MCC

554: Bone diseases & arthropathies with MCC

304: Hypertension without MCC

Note: MCC stands for Major Complication or Comorbidity, and CC stands for Complication or Comorbidity.

MS-DRGs Provided by Three Merging Hospitals and All Other Hospitals Admitting only One Patient
within the MS-DRG:

The list of Medicare Severity-Diagnosis Related Groups (MSDRGs) includes the following codes: 28, 29,
33,55, 70,71, 73, 85, 94, 97, 115, 121, 122, 135, 137, 139, 140, 176, 187, 190, 219, 254, 270, 280, 287,
289, 291, 296, 299, 335, 345, 346, 348, 354, 356, 368, 370, 375, 382, 384, 388, 407, 453, 473, 477, 478,
480, 486, 487, 496, 498, 519, 520, 538, 539, 542, 557, 564, 571, 578, 600, 604, 606, 626, 627, 642, 655,
658, 672, 682, 687, 710, 737, 754, 760, 800, 802, 803, 814, 823, 825, 829, 841, 855, 870, 876, 902, 913,
915, 920, and 939.
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2. The parties to the proposed transaction, while located in two different adjacent counties,
provide many of the same unique/overlapping services to the pediatric market and, given the
geographic profile of the CA zip codes and out-of-state and out of U.S. admissions, are potential
substitutes and competitors in an already highly concentrated market -- raising the risks for anti-
competitive effects, post-transaction.

This section of the report examines the geographic profile of the RCHSD, CHOC and CHOC at Mission,
given their dominant provider status for highly specialized pediatric services in the Southern California
region and beyond in terms of relative distance from patient origins.

The exhibit below shows that in addition to drawing patients from within California, RCHSD draws many
patients from outside of California and the U.S. Depending on the specific service needed, CHOC and

CHOC at Mission are potential substitutes for RCHSD for these patients.

RCHSD Patients (IP) from Outside of CA and/or U.S.

RCHSD PATIENT ADMISSIONS 2022 # of Patients
OUTSIDE U.S. 118
OTHER U.S. NON-CA 371

Distance to RCHSD and CHOC from RCHSD Patient Zip Codes

One common approach to assessing the degree of competition between hospitals proposing to merge is
to examine the concentration of the respective markets served by the entities and to assess the
estimated change in concentration should the merger proceed. One method commonly used is to
identify the geographic market currently served by the proposed merging entities, usually in terms of zip
codes, and to calculate market shares and the degree of concentration pre- and post-transaction.

Concentration is often measured by calculating the market shares of all hospitals serving a given
geographic area and then squaring the market share values and summing them to arrive at a summary
measure of concentration referred to as the Herfindahl-Hirschman index.5! This approach relies on
historical data and uses it to predict likely changes in HHI values should the merger proceed.

Another method that also relies on historical, pre-merger data is referred to as Willingness to Pay. This
approach involves estimating how much patients are willing to pay for services at different hospitals,
which can help predict the impact of a merger on prices and competition.

These analyses were not applied here for several reasons. First, patient origin data available from HCAI
linking hospital admissions to patient zip codes of origin for the merging hospitals shows limited
historical zip code overlap between RCHSD and CHOC and CHOC at Mission hospitals. As such, the likely
change in concentration, again, based on historical data is likely to be quite limited.®?

61 https://www.justice.gov/atr/herfindahl-hirschman-index.

62 As part of their filing the parties submitted PowerPoint slides that summarize HHI and Willingness to pay
calculations done by the parties which suggest a limited expected impact on concentration levels post-transaction.
The parties relied on historical data and included Kaiser hospitals in their calculations.
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One limitation of approaches that rely on historical patient flow data is that they do not take into
account the impact on potential competition outside the range of historical data. That is, they are
limited to historical utilization patterns and do not allow for changes in the market that could occur if
the merger is not approved or is approved with conditions to preserve the potential for future
competition amongst the merging parties and the feasibility of health plans/patients switching their
utilization from RCHSD to CHOC.

This competitive aspect of the market is examined below by constructing the geographic profile of the
merging hospitals as measured by distance (miles) from RCHSD of patient zip codes relative to CHOC's
location in Orange County. RCHSD and CHOC (including CHOC at Mission) are located in different
(adjacent) counties in Southern California. Data show that, given their unique set of specialized services,
the merging hospitals currently draw patients from long distances, indicating that patients are and/or
may be willing to travel for services provided by the merging parties. Therefore, the merging hospitals
can serve a wider geographic area than typically observed for non-specialty hospitals.

One way to measure the potential for alternative patient flows is to examine where patients originate
from historically and the differential distance to the different hospitals from their originating zip codes.
The exhibit below summarizes 2022 HCAI patient origin data for RCHSD and measures the distance from
zip codes where RCHSD hospital patients originate to both RCHSD and CHOC. The left side of zero
difference are RCHSD patient zip codes closer to RCHSD. The right side of zero difference are RCHSD
patient zip codes closer to CHOC. As can be seen, there are multiple zip codes where the distance to
RCHSD is further than if the patients were to go to CHOC. Alternatively, as the distance to CHOC is less
than the distance to RCHSD for these zip codes, these data suggest that distance may be less of a barrier
for health plans wishing to develop tiered and/or narrow networks, assuming the hospitals were
separate and competing with one another. Thus, while data regarding current patterns of patient origin
suggest limited actual horizontal competition between RCHSD and CHOC, the geographic distance data
underscore the potential for direct competition in competing for inclusion in health plan provider
networks and for patients that might be covered by health insurance with tiered provider network
products and/or products with reference pricing components. The data on the substantial overlap of
MS-DRGs serving the pediatric population combined with the differential zip code distance data
underscore and support preserving the potential for competition amongst the proposed merging
hospitals.
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Differences in Patient Distances (miles) if RCHSD Patient goes to CHOC Instead of RCHSD by Zip Code
of RCHSD Originating Zip Codes
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Health plans negotiating contracts with hospitals for inclusion in their preferred provider networks
prefer broad provider networks that can generally span multiple counties and in some cases most of
California, including health plans operating in San Diego and Orange Counties -- thus raising the risk of
increased market power by the merging entities in contracting with commercial health plans.

Economic literature as well as available data along with payor interviews document the importance to
health plans of constructing hospital provider networks that cover broad geographic areas. The
literature describes the contracting dynamics as a multi-stage process. | draw upon a previous section of
the report® to describe this process:

In the first stage of a two-stage competition model, hospitals compete to be included in fully insured
and self-insured insurance networks, which are crucial for attracting patients. To appeal to employers
choosing insurance plans, these networks must be robust and comprehensive. During this stage,
insurers and hospitals negotiate prices, with insurers needing widespread geographic coverage and core
services. Hospital systems exploit this by leveraging their control of multiple providers to negotiate
contracts on an "all-or-nothing" basis. This approach forces insurers to include all of a system’s hospitals
and reduces market competition.

53 https://equitablegrowth.org/research-paper/hospital-consolidation-matters/.
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Payor Interviews Confirm Market Demand for Broad Provider Networks in California

As part of this review, interviews were conducted with health plans in the region, see Appendix B for
more information. Health plans indicated that both RCHSD, CHOC and CHOC at Mission were already
very important providers in their hospital networks and that excluding either hospital from their
provider networks would significantly disadvantage the plan’s ability to market their products. The
health plans uniformly stated that the market demand is for broad provider networks and that the
combination of the parties to the transaction, should they contract on an integrated basis, would
threaten their ability to provide broad networks. The payor interviews generally confirmed the literature
regarding the market preference for broad provider networks and that the combination of the merging
hospitals could increase the cost of maintaining networks that include the merging parties.

Employers and Consumers Prefer Broad Provider Networks

A recent study by Kaiser Family Foundation asked employers to characterize the breadth of the provider
network in their largest health plan, as well as whether the networks had enough providers to assure
timely access to certain services.®* Among employers offering health benefits:

Fifty percent say that the network in their plan with the largest enrollment is “very broad,” 37%
say it is “somewhat broad,” and 12% say it is “somewhat narrow.” Large firms are more likely
than small firms to characterize the network in their largest health plan as “very broad” (63% vs.
50%).

A review of the RCHSD hospital website that provides information to their employees regarding health
options to choose from includes several products that include broad hospital provider networks. A
review of health plans offered to RCHSD employees

Search results® from the Anthem Website show that this option made available to RCHSD employees
includes:
- Finding Care in Prudent Buyer CA Only
- Hospitals & Facilities = 148 results within 100 miles of San Diego, CA

Additional searches of the Anthem Website show examples of two major products -- The Blue Cross
HMO and PERS PPO Products—that also include broad provider networks:

- Finding Care in Blue Cross HMO (CACare) - Large Group
- Hospitals & Facilities General/Acute Care Hospital = 147 results within 100 miles of San
Diego, CA

- Finding Care in Anthem Blue Cross PPO (PERS Choice / PERSCare Providers)
- Hospitals & Facilities = 281 results within 100 miles of Orange, CA

64 https://www.kff.org/report-section/ehbs-2022-summary-of-findings/.

55 https://www.anthem.com/ca/find-care/ Though the search was restricted to general acute hospitals on the
webpage, some of the listed facilities may not meet that criterion. Also, the website limits the search to a
maximum of 100 miles for the starting zip code. Therefore the number of total providers and the complete
geographic footprints are likely to be much larger than the results limited to 100 miles maximum.
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These findings are examples of the presence and importance of provider networks that span large
geographic areas.

Summary of Potential Risks to Competition of Proposed Transaction

Notwithstanding the proposed benefits of the transaction, the data presented in this report show that
the parties to the transaction have virtual monopolies on large components of the pediatric market for
hospital services in their respective counties. As such, the proposed transaction poses a series of
potential anti-competitive risks that would need to be addressed, should the transaction be approved,
including the following:

1. RCHSD in San Diego and CHOC and CHOC at Mission in Orange County, though located in
different counties, given their highly specialized set of services serving a narrow demographic
patient population, represent potential substitutes for one another and, therefore, the
proposed transaction raises what are generally referred to as “horizontal” competitive concerns.
While the distance between CHOC in Orange County and RCHSD in San Diego is approximately
80 miles, there are many zip codes from which RCHSD currently draws patients that are closer to
CHOC than to RCHSD. As such, from a geographic perspective, there is the potential for
competition between the hospitals, given their focus on specialized services to the pediatric
population, for which patients have shown a willingness to travel. Therefore, it will be important
to preserve this source of competition in the market should the transaction be approved.

2. The proposed transaction, given the dominant positions of the hospitals in providing specialized
services to the narrow demographic population, also creates a substantial risk of anti-
competitive “cross-market” effects where post-transaction prices could increase at one or more
of the affiliating hospitals. Currently, RCHSD on the one hand, and CHOC and CHOC at Mission
on the other, are separate entities that contract separately with health plans including
commercial health plans and government-sponsored health plans such as Medi-Cal. The plans
seek to develop health insurance products for their members that provide access to health care
services including hospital services on a convenient, effective, and efficient basis. As such, health
plans seek to develop broad provider networks that are accessible to their members for a wide
range of needs including highly specialized services, emergency services, and basic hospital
services. Should the transaction be approved, the merged hospitals could theoretically negotiate
with health plans in a block or as a single entity and threaten to withhold all of the merged
hospitals from a plan’s provider network. This would create a substantial “hole” in coverage for
the plan’s product, making it less attractive to employers and consumers and thus less
economically viable. As such, it will be important, should the transaction be approved, to
protect competitive forces by limiting the ability of the merged hospitals to negotiate as a single
entity and thus reducing competition in this already highly concentrated pediatric hospital
services market.

3. Economic literature shows that one of the potential effects of hospital mergers and the
formation and/or expansion of a multi-hospital system is the change in control that occurs
including the centralization of contract negotiations, that have previously been done
independently at hospitals, pre-merger. Under this model, by merging data and negotiating
teams and expertise, the merged entity can negotiate higher prices across its range of services.
For example, there may be overlapping services in the merging hospitals where one hospital’s
price is higher than the other merged hospital’s price. A change in control and sharing of pricing
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information would allow for the merged entity to demand the highest prices for all of the
services within the merged entities, post-transaction. While this is less of a risk given recent
hospital price transparency regulations,®® the implementation of these regulations has not
proceeded in a way to substantially reduce this risk from this transaction.®’ As such, it will be
important, should the transaction be approved, to protect competitive forces by limiting the
ability of the merged hospitals to negotiate as a single entity.

4. Hospitals, in addition to providing and selling services, are also, in many regions, large
employers of, and training environments for future, specialized health care workers in their
geographies and beyond. As such, the merging of the entities in this matter could create
increased monopsony power as the main employer for human resources and services provided
to pediatric patients in the region and as part of the educational programs that utilize on-site
training.®® Therefore, it will be important, should the transaction be approved, to protect
competitive forces by limiting the ability of the merged hospitals to negotiate as a single entity
in relevant input markets and to prevent the merged hospitals from entering into exclusive
training arrangements that could lock out competition.

5. Mergers can potentially enhance competition and benefit consumers by allowing the combined
entity to compete more effectively or achieve cost savings that can be passed on to customers.
The U.S. Department of Justice (DOJ) and the Federal Trade Commission (FTC) have established
Merger Guidelines to assess such efficiencies — referred to as considered "cognizable
efficiencies." If the merging parties claim and successfully support claims for efficiencies, this
evidence can be taken into account and considered a benefit that would contribute to a decision
to approve the transaction. The claimed efficiencies by the parties are limited in both scope and
specificity such that they do not contribute in a meaningful way to "cognizable efficiencies" that
could be included as benefits to justify approval of the transaction without conditions.

To address these concerns that the affiliation will result in reduced competition and higher prices, it is
recommended that the OCAG, should the transaction be approved, set forth certain conditions that
include key regulatory restrictions to reduce the risk of anti-competitive effects that would likely result
in higher prices.

Recommended Competitive Impact Conditions, Should the Transaction be Approved

Should the transaction be approved, it will be important to include conditions to minimize the risk of
anti-competitive behavior, post-transaction.

To address these concerns, should the transaction be approved, it will be important for the OCAG to
impose conditions to minimize the substantial risk of anti-competitive behavior post-transaction.
Research has shown that dominant hospitals in non-competitive markets wield significant market
power, which can be used to maintain market position, deter entry, and stifle new competition. For
example, this market power allows existing providers to set prices that are either very low, making it

6 Competitively sensitive negotiating information is still excluded from state and federal price transparency
policies, which include the federal Hospital Price Transparency Rule and provisions in the No Surprises Act, and
numerous hospitals are not fully compliant.

57 https://www.thelancet.com/journals/lanam/article/PIIS2667-193X(22)00092-8/fulltext.

68 RCHSD currently has a well-established academic training affiliation with the University of California, San Diego,
while CHOC and CHOC at Mission have a well-established academic training affiliation agreement with University
of California, Irvine.
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unprofitable for new entrants to compete, or very high, due to the lack of alternatives for consumers.®°
Additionally, the dominant firm might control key distribution channels or have exclusive agreements
with suppliers, further limiting the opportunities for new companies to enter the market. This ability to
leverage market conditions and maintain control over supply chains creates an environment where new
entrants would be unable to gain a foothold, thus deterring entry of potential substitutes and
competition. Given the dominant positions of RCHSD, CHOC and CHOC at Mission in the market and
their likely long-term control of the structure of the market, it will be important to consider these
dynamics in constructing the conditions and consider longer time periods covered by the recommended
conditions. The proposed conditions might include the following:

1. “Unbundling” Requirement When Negotiating and Contracting

In order to curb the risk of adverse cross market and horizontal effects the OCAG should impose a
fifteen (15) year limitation on implicitly or explicitly linking and/or coordinating of contract negotiations
between the merged entities, including affiliated physician groups and community NICUs or other
clinical space licensed to RCHSD, CHOC and CHOC at Mission, and health plans, unless such integrated
conduct is requested by a payer. By default, the parties should continue to negotiate separately by
maintaining separate health plan contract negotiating teams, segregating non-clinical health plan
information and maintaining robust firewalls between RCHSD and CHOC, as they do today. Such a
condition should include a prohibition on the parties’ ability to combine separate hospital licenses,”
national provider identifiers, or taxpayer identification numbers for purposes of contracting with or
billing payors, including commercial or government sponsored health plans, such that one hospital
cannot be added or convert to the other hospital’s license, national provider identifiers, or taxpayer
identification number to assume, operate or bill under the other hospital’s existing contractual terms.
These conditions should apply to future hospitals acquired by RCHHC.

2. Cap on the Growth of Prices, Post- Transaction

To address the risk of horizontal effects, the OCAG should impose a ten (10) year cap or limit on the rate
at which the merged entities can increase their prices in the years following the transaction, should it be
approved, limiting the amount by which prices at each of the entities can increase each year.”*

3. Cap on the Prices for Emergency Services Provided to Patients When the Hospital Is Considered
“Out-of-Network” by Their Health Plan

In order to address the risk of horizontal effects, the OCAG should impose a ten (10) year cap or limit on
the price that the merged entities can charge emergency patients and their plans when the hospital is
non-contracted and, as such, considered “Out-of-Network” when providing emergency services to the
patient.

5 https://pnhp.org/news/for-profit-hospitals-lead-the-way-in-price-gouging/.

70 For purposes of this condition, a “hospital license” means an operating license for general acute care hospital
facilities granted by the California Department of Public Health.

71 Conditions 1 and 2 align with conditions 2 and 3 in the Cedars-Sinai/Huntington affiliation conditions, available
at: https://oag.ca.gov/system/files/media/nhft-huntington-ag-decision-071921.pdf (July 19, 2021; accessed April
7, 2022) and with condition XVII in the Methodist Hospital of Southern California and USC Health System affiliation
conditions, available at: https://oag.ca.gov/system/files/media/mhsc-conditions-packet-06032022.pdf (June 3,
2022; accessed Aug. 6, 2024).
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4. Restrictions on Other Anti-Competitive Conditions

A recent report by the National Academy for State Health Policy outlined several hospital contracting
behaviors that have raised the most concern among antitrust enforcers and lawmakers with respect to
the formation of health care and hospital entities with market power.”? It is recommended that the
OCAG, should the transaction be approved, consider adopting conditions to prohibit the merging parties
from demanding and/or including in contract terms as identified as anti-competitive by The National
Academy for State Health Policy:

- Most Favored Nation Clause: a guarantee that a buyer of goods or services (i.e. an insurer)
receives terms from a seller (i.e. a hospital or provider) that are at least as favorable as those
provided to any other buyer. Also known as the price parity clause or prudent buyer clause.

- Anti-tiering/Anti-steering Clause: a contractual requirement that an insurer place all physicians,
hospitals, and other facilities associated with a hospital system in the most favorable tier of
providers (i.e. anti-tiering) or at the lowest cost-sharing rate to avoid steering patients away
from that network (i.e. anti-steering). Also known as the anti-incentive clause.

- Exclusive Contracting Clause: a contractual agreement in which a provider prevents the insurer
from contracting with other competitive providers. Under the umbrella of exclusive contracting
are exclusive dealing provisions and tying arrangements that are anticompetitive and can
include and/or cover both hospitals and affiliated physicians.

- Non-compete Clause: an agreement, typically in an employment contract, that an employee (i.e.
a physician) will not compete with his or her current employer (i.e. current practice group or
hospital) within a geographic area for a limited amount of time. These agreements may also
include prohibitions on soliciting or continuing to offer medical care to patients of the current
medical group (i.e. a non-solicitation clause).

| provide additional detail on the rationale for some of these proposed conditions, as well as
explanations on how they may be implemented, in the following sections of this report.

5. Separate Negotiating Teams and Segregation of Information When Negotiating Health Plan
Contracts

As discussed elsewhere in this report, consolidation of this market may have the effect of substantially
lessening competition. To minimize the negative consequences of the transaction, it is recommended
that, should the transaction be approved, the merging hospitals maintain entirely separate teams for
negotiating contracts with health plans, and that any non-clinical information relevant to health plan
negotiations be kept segregated on data systems with appropriate access controls, such that each
separate negotiating team cannot access the competitively sensitive information available to the other.
The rationale for this recommendation is summarized below:

- Impact of Control Changes on Negotiation Dynamics: When the control of a hospital or other
firm changes, it can significantly shift the objectives, access to information, and bargaining skills
or sophistication of the parties involved in price negotiations. These shifts can result in post-
merger price increases, regardless of whether the merging entities operate within the same
market or in different markets. Such changes in control can have wide-ranging effects on pricing
dynamics. As hospitals form larger hospital systems, they can generate greater bargaining

72 https://www.nashp.org/wp-content/uploads/2021/04/Anticompetitive-Contract-report-PDF-final-4-9-2021.pdf
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sophistication, which can enable them to negotiate higher prices. This increased sophistication
may come from pooling information about health plan contracts and sharing the costs of
developing a more experienced and skilled negotiation team. Furthermore, larger hospital
systems tend to be less risk-averse than smaller ones, giving them the confidence to push for
more favorable pricing terms. Additionally, hospitals that are part of a larger system serving
multiple communities may feel less attachment to any single community, potentially making
them more assertive in their price negotiations.

Changes in Market Power Utilization Post-Merger: Mergers can also influence a hospital’s
willingness to exploit its existing market power. For instance, a hospital with significant market
power may have previously set prices below the profit-maximizing level due to community
pressures or its not-for-profit status. However, when a new owner takes control, they may be
more inclined to fully utilize this market power to raise prices, particularly if they have weaker
ties to the community, are under greater pressure to increase short-term profits, or have a track
record of aggressively exercising market power in other hospitals they manage.

Benefits of Separating Negotiations and Negotiating Teams: Requiring separate negotiating
teams after a hospital merger can offer several benefits to price competition and consumers. By
maintaining distinct negotiating teams, the hospitals involved are less likely to present a unified
front that could leverage their combined market power to demand higher prices, preserving
competitive tension. This competitive tension helps ensure that payers, such as insurance
companies, can negotiate more effectively with each entity separately, potentially securing
better pricing terms that ultimately benefit consumers through lower health care costs.
Additionally, separate negotiating teams can enhance transparency in pricing, as each team
would need to justify its pricing strategies independently, making it more difficult for the
merged entity to obscure price increases or engage in anti-competitive practices. This
transparency allows consumers and payers to better understand and compare costs, leading to
more informed choices and potentially lower prices. Finally, separate negotiating teams help
ensure that negotiations remain market-based rather than centrally controlled by a dominant
provider, preventing artificial price inflation and leading to more competitive and fair pricing
that benefits consumers through lower out-of-pocket costs.

Academic Training Affiliations

Hospitals play a crucial role as training sites for doctors and nurses, serving as the primary
venues where these professionals gain practical, hands-on experience under the supervision of
experienced supervisors. On-site training is typically required for certification in various health
care professions, including for doctors and nurses.

The merging hospitals here have long-standing affiliations with educational institutions to serve
as on-site training partners for both physicians and nurses. For educational institutions and
professionals in training in Southern California seeking to specialize in serving pediatric patients,
the merging parties are particularly important. Data presented elsewhere in this report
document the essential and unique roles of the merging hospitals in serving the pediatric
population in the region. On the training side, this translates to limited opportunities for
professionals pursuing pediatric specialization to train in alternative sites, as well as limited
alternatives for educational institutions seeking to place their students.
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This on-site training is often a crucial component of the education and certification process and can
include several key elements, including:

Physician Training

Clinical rotations allow medical students to work in different specialties, such as surgery, pediatrics,
internal medicine, and others, under the supervision of experienced physicians. These rotations are
a core part of the medical curriculum and are necessary for graduation and subsequent board
certification. Residency programs, which follow medical school, involve more intensive on-site
training. Residents work in hospitals and clinics, where they provide direct patient care while
continuing to learn and refine their skills under supervision. Completion of a residency program is
required for board certification in a medical specialty.

Clinical Practicum for Nurses

For nurses, on-site training is typically completed through clinical practicums that are integrated into
nursing education programs. These practicums often require nursing students to work in health care
settings, such as hospitals, long-term care facilities, or community health centers, where they apply
their classroom learning to real-world patient care under the supervision of registered nurses and
other health care professionals. After completing their nursing degree, some nurses may also
participate in residency or fellowship programs, which provide additional on-site training and are
particularly common in specialized areas of nursing, such as critical care or emergency nursing. This
practical experience is often a prerequisite for certification in most types of nursing and especially
for specialized fields of nursing, such as pediatrics.

Certification Requirements

Generally, both doctors and nurses must complete specific amounts of clinical training to qualify for
certification exams in their respective fields. This training ensures that they have the practical
experience necessary to meet the standards set by certifying bodies, such as the American Board of
Medical Specialties (ABMS) for doctors and the American Nurses Credentialing Center (ANCC) for
nurses.

In summary, on-site training at the merging hospitals plays an essential role in the education and
certification of clinical health care professionals, ensuring that doctors and nurses are well-prepared
to provide high-quality care to pediatric patients. This training is typically required as part of the
formal education process and is closely linked to the certification and licensure required to practice
professionally.

The Need to Prevent Further Concentration of On-Site Training Options

Given the already dominant roles of the merging facilities in their respective counties, and the fact that
they are in adjacent counties that collectively cover a large swath of Southern California, it will be
important to limit further consolidation of the supply of and control over training sites, should the
transaction be approved. When hospital markets are concentrated, with a small number of hospitals or

health care systems dominating the market, there can be several negative effects on physician residency

and nurse training programs, particularly when options for training sites are limited. Here are some of
the key concerns:
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Reduced Training Opportunities: In concentrated markets, the dominance of a few hospital systems can
lead to a reduction in the number of available residency slots. This is because smaller hospitals or
independent health care facilities may be absorbed or driven out of the market, reducing the diversity of
training environments and limiting the overall availability of residency positions. Fewer residency
options can make it more difficult for medical graduates to find placements, potentially delaying their
entry into the workforce.

Limited Specialty Training: Concentrated hospital markets may also limit the availability of
specialized training programs. If a dominant hospital system decides not to offer residency
programs in less common specialties due to financial or strategic reasons, this can reduce
opportunities for physicians who wish to train in those areas. As a result, the health care system
may experience shortages in certain specialties, which could affect patient care in the long term.

Decreased Bargaining Power for Trainees: When the market is concentrated, residency
programs may have more control over the terms and conditions of training. This can lead to
lower salaries, fewer benefits, and less favorable working conditions for residents. Trainees may
have less bargaining power to negotiate better terms or to switch to other programs if they are
unhappy, as their options are limited.

Potential for Monopsony Power: Hospitals in concentrated markets can exert monopsony
power, where they become the primary or sole employer of medical trainees in a region. This
can lead to lower wages and poorer working conditions because there are few or no alternative
employers. Monopsony conditions can also result in residents being overworked, as hospitals
might try to maximize productivity without proportionately increasing compensation.

Impact on Training Quality: A lack of competition among hospitals for residency programs can
also lead to stagnation in training quality. Without the need to compete for residents, hospitals
may invest less in their educational infrastructure, mentorship programs, and other resources
that enhance the residency experience. This could lead to a decline in the overall quality of
medical education and, consequently, in patient care.

The parties also note there is already a shortage of pediatric health care workers that is expected to
disproportionately impact California in the next 10 years.”® Given the importance of on-site hospital-
based clinical training and the potential negative consequences of further consolidation of the hospital
market on clinical training programs and participants, it will be important to preserve access, should the
transaction be approved, including:

- For fifteen years following the closing date of the proposed transaction, RCHHC and any
controlled entity shall offer access to any academic institutions seeking to place students,
residents, fellows or any other affiliated trainees at RCHHC or any controlled entity on
substantively equivalent terms to those offered to other academic institutions.

- For fifteen years following the closing date of the proposed transaction, each controlled entity
of RCHHC should be required to maintain any program with any academic institution for the
training of medical professionals at the same or greater capacity for each type of training

73 See Written Notice, at NOTICE-008217.
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position offered, as those that existed as of the closing date of the Affiliation Agreement, unless
the academic institution voluntarily requests to decrease the capacity or number of positions
available.

These conditions take into account the unique and essential roles of the merging hospitals in providing
training opportunities for medical professionals seeking on-site training to serve the pediatric
population in the region and recognize that it is unlikely that alternative sites serving the pediatric
population will be developed in the future in this region.

Maintaining Physician Autonomy and Choice

It is often crucial for pediatricians to have staff privileges and affiliation agreements with local pediatric
hospitals to ensure their patients have access to needed services and for the delivery of high-quality,
coordinated care. These privileges allow pediatricians to manage their patients' care in an integrated
manner across outpatient and inpatient settings, ensuring continuity, especially for children with chronic
or complex conditions. Access to specialized resources, such as pediatric ICUs and advanced diagnostic
tools, is also facilitated through these affiliations, enabling better outcomes in both routine and
emergency care. Additionally, hospital affiliations provide pediatricians with opportunities for
professional development and collaboration with other health care providers, enhancing the overall
quality of care. For patients and families, these affiliations build trust and confidence in the
pediatrician's ability to offer comprehensive care options, contributing to a more positive health care
experience.

The proposed transaction combines the two largest hospitals focused on serving pediatric patients in
the two adjacent counties of Southern California. As such, it will be important to ensure physicians have
access to the merging hospitals post-transaction but that they also have the freedom to admit to or
affiliate with other hospitals and organizations as they deem necessary to serve their patients. Doctors
should also have the freedom to contract with health plans and other organizations as they deem
necessary to effectively serve their patients.

It is proposed that should the transaction be approved, the following conditions be imposed to protect
this aspect of the physician market and health care delivery system.

Open Medical Staff and Physician Affiliations. For fifteen years following the closing date of the
proposed transaction, RCHHC and any controlled entities may not expressly or implicitly condition
medical staff privileges on the employment, contracting, affiliation, or appointment status of a
physician with RCHHC or any controlled entity.

Medical Staff Contracting. For fifteen years following the closing date of the proposed
transaction, RCHHC and any controlled entity may not impose any requirement upon any member
of the RCHHC controlled entities” medical staff, as a condition of their medical staff membership
or privileges that expressly or implicitly:

a. restricts, or imposes implicit or express exclusivity on, those physicians or
providers’ ability to contract with payors;
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b. restricts, or imposes implicit or express exclusivity on, those physicians or
providers’ ability to refer patients to health facilities, physicians, or other health
care providers that are not affiliated with, employed by, or otherwise contracted
with the controlled hospitals; and

c. imposes any noncompetition, non-solicitation, nondisclosure, noninterference,
non-disparagement, or other restrictive covenant obligation.

These conditions are designed to preserve physician autonomy and independence when choosing
hospitals for their patients and/or helping their patients choose hospitals to receive services as well as
affiliations with other organizations, including health plans and other contracting arrangements to
effectively serve their patients.

Limit Prices for Out-of-Network Emergency Services

Research has shown that hospitals can set high out-of-network prices for emergency services as
leverage to demand higher in-network rates with health plans.” This dynamic arises because hospitals
can demand significant rate increases by threatening to terminate their contracts with health plans,
which would force the plans to pay much higher out-of-network rates for emergency services. This
leverage allows hospitals to secure higher in-network rates, as health plans often find it more cost-
effective to agree to rate increases rather than face the above market prices for out-of-network
emergency care. As discussed earlier in this report, the proposed transaction has the potential to affect
the relative leverage of parties in negotiations, exacerbating this issue.

In the event that any of the parties to the transaction cannot reach an agreement with a commercial
health plan and becomes out-of-network with respect to any of the health plan’s commercial products,
the parties to the transaction will limit prices for out-of-network emergency services rendered to the
commercial plan’s members to no more than the preceding three-year average ratio of commercial
payment to commercial expense plus an additional twenty (20) percentage point adjustment
(adjustment factor) to allow for a differential between emergency patients and non-emergency patients.

For illustrative purposes, | provide calculations showing how this OON Cap would be calculated for the
year 2023, using the three preceding years to calculate the applicable OON Cap. The first step in the
calculation is illustrated by the exhibit below which uses HCAI Annual Financial Data and hospital
contract data to show the relationship between Total Commercial Revenue (Other Third Party) to Total
Expenses (Other Third Party) for each hospital, 2020-2022 to calculate the average over three years.”

74 https://www.commonwealthfund.org/publications/issue-briefs/2022/may/setting-caps-out-of-network-
hospital-payments.

7> The ratio values in the table are calculated as follows: Total Net Patient Revenue from Other Third Party Payors
(Traditional+ Managed Care) / Total Expenses (Est.) for Other Third Party Payors (Traditional+ Managed Care).
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As can be seen, the ratios are relatively stable over time and all are well above 100%, indicating that the
net patient revenue from third party payors more than covers expenses, exceeding estimated expenses
as calculated by HCAI by 40% or more in all cases. The values range from 140% in 2021 at RCHSD to
179% at CHOC in 2022, with CHOC at Mission in the middle at 152%.

The Ratio of Total Commercial Revenue (Other Third Party) to Total Expenses (Other Third Party)

Average
Calculation of 3-Year Average Ratios 2022 2021 2020 | (2022-2022)
RCHSD 141% 140% 143% 141%
CHOC 179% 177% 166% 174%
CHOC AT MISSION 152% 147% 170% 156%

The exhibit below takes the baseline based on the three-year average calculated above, which allows for
variance across hospitals. It then adds an upward adjustment factor of 20%, to allow for possible
differences in costs and pricing that may vary depending on the emergency and non-emergency status
of patients.

CHOC AT
Calculation of Proposed OON Cap RCHSD CHOC MISSION
Ratio of Total Commercial Revenue (Other Third
Part) to Total Expenses (Other Third Part) -
Average 2020-2022 141% 174% 156%
Adjustment Percentage 20% 20% 20%
Proposed OON Cap - Total 161% 194% 176%

The proposed OON Caps ensure that the hospitals will more than cover their costs of treating
emergency patients, should the OON Caps need to be imposed. At the same time, they prevent
potential abuses of out-of-network emergency rates in negotiations between hospitals and health plans.

Proposed Price Growth Cap

The Unbundling Requirement and other Conditions outlined above are designed to protect and promote
competition should the transaction be approved and attempt to directly address some of the
competitive concerns identified.

The Price Growth Cap, proposed here, offers secondary price protection to health plans, employees, and
families as a backstop to the proposed conditions to prevent excessive price increases post-transaction,
whether due to the elimination of potential competition or due to increased negotiating acumen or
bargaining leverage achieved by the combined company. This combined approach helps ensure that
prices at the merging facilities will not increase excessively, post-transaction—should it be approved.

The proposed Price Growth Cap uses a methodology incorporating a price index based on estimated
prices and price increases at other hospitals. This method provides a reasonable economic and
administratively feasible proxy to ensure that prices at the merging hospitals do not increase above
competitive levels, post-transaction. It is proposed as the best available means to prevent post-
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affiliation price increases.’ It also allows for necessary price increases due to underlying market
conditions affecting hospitals.

Overview of Price Growth Cap

The proposed Price Growth Cap condition imposes a limit on the amount by which the parties (on a
payer-specific basis) can increase negotiated hospital prices with commercial health plans each year,
including inpatient and outpatient prices for services provided in these hospitals.”” The proposed Price
Growth Cap limits the amount by which the parties’ prices can increase each year. This condition serves
as an added consumer protection and reduces risks associated with the proposed transaction resulting
in an increase in the parties' market power and above-market increases in prices.

Determining the Allowed Price Growth Baseline

The proposed Price Growth Cap allows the parties to increase their prices based on a price growth index
using data on other U.S. hospitals (based on a sample of U.S. hospital prices likely generated under more
competitive market conditions). The proposed data source and benchmark to determine the allowed
hospital price increases is the U.S. Bureau of Labor Statistics (BLS) seasonally adjusted Consumer Price
Index for Hospital Services in U.S. Cities (“the Index”),”® calculated as the average of the three years
immediately preceding contract implementation.

76 This approach builds on previous reviews and conditions implemented by the COAG -
https://oag.ca.gov/news/press-releases/attorney-general-becerra-conditionally-approves-affiliation-agreement-
between

77 Price increases are to be measured on a total hospital volume basis controlling for the volume and mix of
services from year to year using a similar methodology as required by the State of California when hospitals file
their annual Charge Master data reports in calculating the net percentage impact of changes in unit charges across
the charge master database — controlling for volume and mix of individual line items within the charge master.

78 https://fred.stlouisfed.org/series/CUSRO000SEMD;the BLS Hospital Services CPI index tracks the price of services
performed and billed by a hospital. It includes both inpatient and outpatient medical services, as well as room and
board, lab work, and other services provided by the hospital. It includes services performed by physicians if they
are employed by the hospital. However, it excludes services performed by physicians who do not work for the
hospital, even if they are using hospital facilities. Those services are captured in the professional services index.
Eligible payers for the hospital services index are patient self-pay (cash), commercial or private insurance, and
Medicare Part B. The pricing unit is a hospital visit, defined by a specific medical service and a specific diagnosis or
medical condition. Reimbursements to hospitals can be categorized as either an itemized list or a lump sum
payment. Reimbursement through an itemized list, usually called fee-for-service or fee schedule, results in a
separate price for each individual good and service provided. Lump sum reimbursements, such as Diagnosis-
Related Group (DRG) charges, result in a flat fee for all goods and services rendered based on the diagnosis or the
type of procedure performed.
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The exhibit below summarizes data comparing the Index with negotiated commercial contract prices on
an annual basis for the parties over several years.” As can be seen, while the trends are highly
correlated, where the two metrics move in the same direction from year to year, the Index increase is
above the hospital’s contracted price increases in all years. As such, a proposed cap equal to the Index
would not have resulted in a binding constraint on their prices in any year over the period.
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6.0%

5.0%

4.3%
4.0% 3.6% 3.7%
0,
3.0% 29% 2.7%
2.2% 2.3%
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M Hospital Price Growth - % (Average) M BLS Price Index - % Growth

Source: https://fred.stlouisfed.org/series/CUSRO000SEMD

The exhibit below summarizes data showing the difference between the Index growth rate and the
average annual growth in prices for the merging hospitals for each year. The average annual growth in
the Index exceeded the hospital price growth rates in all years and as such there is substantial room for
the hospital's contracted prices to move higher before hitting and being constrained by the Index levels.

% Point Difference (Price Index Growth Minus
Year Hospital Price Growth)
Year 1 0.7%
Year 2 1.3%
Year 3 1.6%
Year 4 2.5%

The proposed Price Growth Cap is designed as an administratively feasible and economically based
benchmark to allow for competitive market-based price increases while providing protection to payors
and consumers from excessive price increases.

_
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Determining the Allowed Price Growth

To ensure that the Price Growth Cap is not unduly disruptive to hospital financial planning, it is
recommended that the final Price Growth Cap be based on the average growth in the Index in the three
years immediately preceding the date of contract execution.

The exhibit below summarizes data applying the proposed three-year average growth based on BLS data
compared to actual price growth at the merging hospitals. The results show that based on the historical
data the proposed Price Growth Cap would not have been a binding constraint.

Hospital Price Growth - BLS Hospital Price Index
Time Period Covered Average Growth - Average
Years 1-3 2.4% 3.6%
Years 2-4 2.9% 4.7%

It is important to note that there can be considerable fluctuations in prices and price changes over time,
including among the hospitals represented in the Index. This variability underscores that there is no
single "competitively determined" price change for any given year -- price changes can differ among
hospitals for various reasons not captured by the Index. Nonetheless, in the absence of a complex
regulatory framework to estimate hospital-specific prices based on costs and other factors, the Index
serves as the best available proxy for a competitively determined hospital price growth over time and,
as the data above show, is correlated with historical price changes in the merging hospitals. Moreover,
current baseline prices and financial performance of the merging hospitals are at the upper end of the
distribution across California hospitals.

In addition, data reported by the hospitals to HCAI describing the cost structures of the merging

hospitals suggest opportunities for cost efficiencies post-merger which would reduce or eliminate the
need for price increases above the Index trends.
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The exhibit below summarizes the expenses and profits for CHOC and RCHSD based on their HCAI
Annual Disclosure data for 2023. Costs are grouped into line items and the line items are summarized

into 4 categories: (1) Direct patient care expenses; (2) Research and teaching; (3) General,

administrative and financial services; and (4) Other expenses. As can be seen, the combined expenses
for category (3) General, administrative and financial services, are quite substantial -- $ 950+ million and
represent 43% of expenses. This suggests that there are opportunities for efficiencies for both parties,
but certainly in a combination post-transaction. While the conditions requiring separate health plan
contracting and residency/training program functions at each facility prevent some consolidation of
administrative functions, there are other shared functions that could be integrated to achieve
efficiencies to reduce the need for higher prices in the future.

RCHSD+
RCHSD CHOC RCHSD + CHOC CHOC
Category Operating Expenses 2023 2023 2023 2023
Total Amount Total Amount Total Amount % Total Op. Exp.
Daily Hospital Services $ 262,070,972 $ 147,306,075 $ 409,377,047
Ambulatory Services $ 107,587,470 $ 71,203,492 $ 178,790,962
Ancillary Services $ 320,396,514 $ 257,072,389 $ 577,468,903
1 Sub-Total $ 690,054,956 $ 475,581,956 $ 1,165,636,912 52%
Research Costs $ 18,650,269 $ 17,842,725 $ 36,492,994
Education Costs $ 450,824 $ 24,470,837 $ 24,921,661
2 Sub-Total $ 19,101,093 $ 42,313,562 $ 61,414,655 3%
General Services $ 177,116,444 $ 179,508,259 $ 356,624,703
Fiscal Services $ 41,870,750 $ 48,315,540 $ 90,186,290
Administrative Services $ 256,198,659 $ 251,778,670 $ 507,977,329
3 Sub-Total $ 475,185,853 $ 479,602,469 $ 954,788,322 43%
4 Sub-Total (1-3 Above) $ 1,184,341,902 $ 997,497,987 $ 2,181,839,889 97%
Unassigned Costs $ 18,475,175 $ 24,433,307 $ 42,908,482
Purchased Inpatient Services $ -
Purchased Outpatient Services $ 16,960,487 $ 16,960,487
TOTAL OPERATING
EXPENSES $ 1,202,817,077 $ 1,038,891,781 $ 2,241,708,858 100%
$ R
NET FROM OPERATIONS $ 416,471,838 $ 299,288,194 $ 715,760,032
NET NON-OPERATING
REVENUE AND EXPENSE $ 106,205,821 $  (64,811,814) S 41,394,007
NET INCOME $ 522,677,659 $ 234,476,380 $ 757,154,039
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Health Impact Analysis — Access and Availability of Services

While the hospitals, post-transaction, may pursue potentially beneficial goals to the community, there
are also potential post-transaction risks to access and availability that need to be considered in the
review process. As discussed earlier in my report, the merging parties are critical providers of many
pediatric services, and in many cases the only providers in their respective counties.

Additional data presented in this report document the dominant role, and therefore essential role,
played by the proposed merging hospitals in the health care delivery system in their service areas. The
exhibit below shows the central role that the merging hospitals play in serving the pediatric population.
The hospitals provide over 90+ % of all inpatient care services to kids ages 1-10 in their respective
counties and 75+ % of all inpatient care to children ages 1-18.

All Inpatients in SD and OC Hospitals, Age 1 -18: Percentage
Admitted to RADY/CHOC/Mission, 2022
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The exhibit below shows the wide range of physician specialists exclusively serving the pediatric

population, underscoring the central role that these hospitals and their affiliated physicians play in the

health care delivery system.

CHOC
at
Clinical Specialty CHOC Clinical Specialty RCHSD Clinical Specialty Mission
TOTAL 855 TOTAL 743 TOTAL 266
Pediatric Medicine 304 Other Specialties 157 Other Specialties 70
Other Specialties 146 Pediatric Medicine 119 Pediatric Medicine 56
Anesthesiology 50 Anesthesiology 75 Anesthesiology 36
Diagnostic Radiology 46 Radiology 49 Radiology 24
Neurology 32 Orthopedic Surgery 40 Orthopedic Surgery 17
Pediatric-Cardiology 29 Child Psychiatry 40 Otolaryngology 12
Oncology 28 Pediatric-Cardiology 38 General Surgery 8
Dental 24 Neurology 35 Oral Surgery (Dentists Only) 7
Orthopedic Surgery 17 Gastroenterology 33 Ophthalmology 6
Obstetrics and Gynecology 16 Oncology 32 Pathology 6
Ophthalmology 15 Dermatology 21 Pediatric-Surgery 6
Gastroenterology 14 Ophthalmology 19 Neurological Surgery 4
Plastic and Reconstructive

Child Psychiatry 13 Otolaryngology 16 Surgery 4
Neurological Surgery 13 Pulmonary Disease 16 Neurology 2
Pediatric-Surgery 13 Psychiatry 15 Pediatric-Cardiology 2
Otolaryngology 12 Pediatric-Surgery 14 Urology 2
Pulmonary Disease 12 Internal Medicine 14 Vascular Surgery 2
Oral Surgery (Dentists Only) 11 Plastic and Reconstructive Surgery 11 Allergy and Immunology 1
Pediatric-Allergy 9 Allergy and Immunology 10 Child Psychiatry 1
Plastic and Reconstructive Surgery 9 Urology 9
Therapeutic Radiology 9 Neurological Surgery 7
Thoracic Surgery 7 Dental 5
Pathology 6 Cardiovascular Diseases 2
Urology 6 Obstetrics and Gynecology 1
Podiatry 5 Pathology 1
Dermatology 3 Podiatry 1
Vascular Surgery 3

Colon and Rectal Surgery

General/Family Practice
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Assessment of Potential Issues Associated with the Availability or Accessibility of Health
Care Services

Importance of the Merging Hospitals to the Community

The proposed parties to the transaction are critically important providers of pediatric hospital services
to the pediatric population in their respective counties and beyond. The merging Hospitals are essential
providers for the provision of a wide range of hospital-based services targeting and serving their
pediatric populations, including inpatient services, emergency services, trauma services, and other
hospital-based services. Hospital documents reviewed for this report include summaries and
descriptions by the hospitals that highlight the unique and essential respective roles they play in
providing services to pediatric patient populations. As noted previously above, the merging hospitals are
the key providers of pediatric services in the region.

All Inpatients in SD and OC Hospitals, Age 1 -18: Percentage
Admitted to RCHSD/CHOC/Mission, 2022
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The merging hospitals have 1,800+ affiliated physicians serving their pediatric patients and provide a
wide range of specialized inpatient services that are not provided at any other hospital in their
respective counties to pediatric patients. The exhibit below shows data for the physician panels at the
merging hospitals. These data show a large number of physicians affiliated with the merging hospitals
serving the pediatric population.
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The exhibit below shows the importance of the merging hospitals to patients with different sources of
health insurance coverage. These data show that the unique and essential roles played by the merging
hospitals are important to all pediatric patients including patients in families covered by insurance from
the California Medi-Cal program and commercial health plans such as Blue Shield and other commercial

payors.

RCHSD HOSPITAL
EXPECTED PAYER SOURCE Discharges %
Medi-Cal 6,653 32.62%
Medicare 70 0.34%
Private Coverage 7,548 37.01%
Self Pay 270 1.32%
Other Government 5,844 28.66%
Other Payer 8 0.04%
Total 20,393 100.00%
CHOC HOSPITAL
EXPECTED PAYER SOURCE Discharges %
Medi-Cal 7,274 60.34%
Medicare 14 0.12%
Private Coverage 4,593 38.10%
Self Pay 27 0.22%
Other Government 134 1.11%
Other Payer 13 0.11%
Blank 1 0.01%
Total 12,056 100.00%
CHOC at MISSION HOSPITAL

EXPECTED PAYER SOURCE Discharges %
Medi-Cal 627 42.05%
Medicare 1 0.07%
Private Coverage 797 53.45%
Self Pay 22 1.48%
Other Government 28 1.88%
Other Payer 16 1.07%
Total 1,491 100.00%

Even where families of pediatric patients have insurance, families could incur substantial medical debt,
which the studies have shown could lead to increased child poverty.

Those studies show families with children are more likely to incur medical debt due to the frequent need
for pediatric care, which can include routine check-ups, vaccinations, emergency room visits, and
treatment for chronic conditions.®

80 https://jamanetwork.com/journals/jama/fullarticle/2782187
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For example, the Kaiser Family Foundation (KFF) found that even insured families often struggle with
medical debt. In 2022, KFF reported that about 40% of families with insurance still struggled to pay
medical bills, which often included costs associated with pediatric care.®!

As the merging hospitals play a critical role in providing health care to the uninsured and underinsured
in their communities by offering charity care and community benefits, it is important to consider

conditions to protect those vital community resources.

Recommended Conditions Health Care Impact

Again, research has shown that mergers may result in reduced quality and reduced access to needed
services.®? The unique and essential roles played by the merging entities endow them with market
power which is reflected in their market shares, prices, and profitability — all of which are at the high end
of the distribution when compared to other hospitals in their respective counties and across California
more broadly. These findings have important implications for consideration regarding maintaining
access and availability of pediatric services, since the likelihood of new entrants into the pediatric
market is quite limited, leaving the merging hospitals as the primary providers of hospital care to the
pediatric population for the foreseeable future.

Should the transaction be approved, it will be important to consider imposing conditions that ensure
that the merging parties maintain the availability of existing services, access to services for all
populations, and continued provision of charity care and other community benefits. Several sets of
conditions are recommended below to protect access, availability, and other equity factors, should the
transaction be approved.

- For fifteen (15) years following the closing date of the proposed transaction, the post-closing
entities will operate and maintain RCHSD, CHOC, and CHOC at Mission as licensed general acute
care hospitals and shall ensure and provide for adequate and appropriate equipment, supplies,
staffing and space to safely operate and maintain inpatient and outpatient services of RCHSD,
CHOC and CHOC at Mission and shall comply with state and federal licensing and certification
requirements while maintaining bed and service availability and capacity at current levels.

- For fifteen (15) years post-merger, the post-closing entities will maintain their Medi-Cal
Managed Care and county contracts and provide the same levels of care to Medi-Cal
beneficiaries on the same terms and conditions as other similarly situated hospitals in the state,
offering substantially the same or similar services, without any loss, interruption or decrease in
quality. If such contracts are renegotiated, compensation for Medi-Cal beneficiaries must be fair
and reasonable, meaning at or below the median for similarly situated pediatric specialty
hospitals in the state.

- For fifteen (15) years post-merger, the post-closing entities will provide an annual amount of
charity care at CHOC, CHOC at Mission, and RCHSD, equal to or at greater than current levels
(adjusted for inflation) and an annual amount of Community Benefit Services equal to or
greater than current levels (adjusted for inflation).

- For fifteen years post-merger, the post-closing entities shall use and maintain a Financial
Assistance Policy that is no less favorable than RCHSD's current Financial Assistance Policy.

- For fifteen (15) years post-merger, the post-closing entities will maintain language services
currently available to patients at CHOC, CHOC at Mission, and RCHSD, at no cost to patients.

81 Health Care Debt in The U.S.: The Broad Consequences of Medical and Dental Bills - Main Findings - 9957 | KFF
82 http://www.rwijf.org/content/dam/farm/reports/issue_briefs/2012/rwjf73261.
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To ensure the addition of identified needed services and capacity RCHHC will invest in the CHC Capital
Plan and the RCHHC Capital Plan as identified in Section 14.3 of the parties’ Affiliation Agreement. In
addition to these capital investments, RCHHC will invest $300 million in Community Commitment Funds
for programs and operations within the communities currently served by CHC. These amounts may not
be reduced.

The exhibit below illustrates the methodology used to determine annual amounts of charity care and
community benefits needed to satisfy these proposed conditions, post-transaction, should it be
approved.

RCHSD Hospital

ommunity Benefit Categories 21 2 2 Average 3 years
C ity Benefit Categori 20 2022 2023 ge 3 years'
Charity" $11,698,906 $10,071,866 $13,251,112 $11,673,961.33
Total Community Benefit Provided less
Charity $60,091,221 $70,043,729 $102,240,887 $77,458,612.33
CPI - San Diegogs 523.168 540.572 560.361 7.11%
CPI Growth Average 2021-2023" 3.55%
CHOC at Mission
Community Benefit Categories 2021 2022 2023 Average 3 years
Charity 1,154,382 1,633,390 1,975,876 1,587,883
Total Community Benefit Provided less
Charity $7,159,788 $7,032,901 $12,763,281 8,985,323
CPI - Medical care in Los Angeles-Long
Beach-Anaheim, 511.828 546.221 553.549 8.15%
CPI Growth Average 2021-2023 4.08%
CHOC
Community Benefit Categories 2021 2022 2023 Average 3 years
Charity 6,281,001 7,702,002 9,366,175 7,783,059
Total Community Benefit Provided less
Charity $30,122,328 $43,449,316 $47,343,833 40,305,159
CPI - Medical care in Los Angeles-Long
Beach-Anaheim, 511.828 546.221 553.549 8.15%
CPI Growth Average 2021-2023 4.08%

83 This figure is calculated in accordance with standards set by HCAl and represents an average of the level of
community benefits provided by CHOC, CHOC at Mission, and RCHSD for the most recent three years prior to the
Closing Date for which data are available.

84 HCAI defines charity care by contrasting charity care and bad debt. According to HCAI, “the determination of
what is classified as ... charity care can be made by establishing whether or not the patient has the ability to pay.
The patient’s accounts receivable must be written off as bad debt if the patient has the ability but is unwilling to
pay off the account.” OSHPD [now HCAI], Accounting and Reporting Manual for California Long-Term Care Facilities
§ 1064 (1992), https://hcai.ca.gov/wp-content/uploads/2020/10/Chpt1000-1.pdf.
85https://data.bls.gov/timeseries/CUURS49ASAM?amp%253bdata_tool=XGtable&output_view=data&include_gra
phs=true

86 Annual growth rate is based on the average CPI growth for Medical Care in the respective counties for 2021-
2023. CPI Growth Average 2021-2023 Medical care in Los Angeles-Long Beach-Anaheim= 4.08% and CPl Growth
Average 2021-2023 Medical care in San Diego= 3.55%
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Claimed Efficiencies by the Parties to the Transaction

Background

Mergers can potentially enhance competition and benefit consumers by allowing the combined entity to
compete more effectively or achieve cost savings that can be passed on to customers. The U.S.
Department of Justice (DOJ) and the Federal Trade Commission (FTC) have established Merger
Guidelines to assess such efficiencies — referred to as considered "cognizable efficiencies." If the merging
parties claim and successfully support claims for efficiencies, this evidence can be taken into account
and considered a benefit that would contribute to a decision to approve the transaction.

The U.S. Department of Justice (DOJ) and the Federal Trade Commission (FTC) Guidelines for Assessing
Merger-Related Efficiencies

According to these guidelines, the efficiency claims must meet four criteria: (1) the merger must
produce substantial competitive benefits that could not be achieved otherwise; (2) these benefits must
be verifiable using reliable methods and evidence, rather than the subjective predictions of the merging
parties; (3) the benefits must be realized within a short time frame and prevent a significant reduction in
competition in the relevant market; and (4) the efficiencies should not result from worsening the terms
for the merged entity's trading partners.

The burden of proving these conditions rests with the merging parties, who are expected to provide
evidence developed before the investigation or litigation. Only efficiencies that satisfy all these
conditions are considered "cognizable efficiencies." While state regulators are not obligated to follow
these guidelines,?” they offer useful guidance on what should be deemed a cognizable efficiency.

Summary and Review of Claimed Efficiencies

Provided below is a summary and review of the efficiencies claimed by the parties as part of their filing

with OCAG. A review of the Notice materials and responses to supplemental information requests from

the OCAG reveals few, if any, quantifiable, “cognizable efficiencies” related to the proposed transaction.
The parties have identified three primary efficiencies:

1. Improvements in Quality of Care and Patient Outcomes

The parties include as a specific stated goal and benefit improvements in quality of care and outcomes
and support the feasibility of these outcomes based on research showing that higher patient volumes
often lead to better clinical outcomes. The filings, however, do not include specific quantitative or
detailed operational plans for achieving these outcomes.

They suggest that these improvements would arise from serving a larger patient population across all
party hospitals. However, the parties have not offered any evidence as to—in fact, they disclaim—any
merger-specific volume increases at either of their facilities. The parties themselves have indicated that
the proposed transaction does not involve patient referrals between hospitals, which undermines their
claims about quality improvements.

87 The Attorney General can also look at issues raised by a transaction through a different public interest lens in
assessing nonprofit hospital transactions.

68



2. Accelerated Research and Innovation

The parties include as a specific stated goal and benefit accelerated research and innovation. These
claimed benefits however do not appear to be merger-dependent — that is, the parties acknowledge
that collaborative research efforts could occur without the merger and have not identified specific
obstacles faced in previous research endeavors that would be remedied by approval of the merger.
Interviews with other market participants confirm that children's hospitals can collaborate on research
independently, suggesting that these benefits are not unique to the proposed merger and would not
contribute to cognizable efficiencies.

3. Increased Access and Broader Pediatric Health Care Services

For increased access and broader pediatric health care services, the parties outline potential
investments and a commitment to fund both CHC and RCHHC’s capital plans, including a $300 million
Community Commitment Fund. While these commitments are a potential benefit to the community,
they are not presented in enough detail or quantifiable ways to contribute to or count toward
cognizable efficiencies, nor is there sufficient evidence from the parties showing that these are merger
specific. However, it is recommended that the capital expenditures, including the $300 million fund, be
maintained, should the transaction be approved.

4. Administrative Cost Synergies

- The estimate appears to be based on a study from the American Hospital Association showing a

3.3% reduction in operating expenses in transactions covered by the study. This claim lacks specific
analysis of the parties' own contracts or administrative costs but suggests that they have not prioritized
cost efficiencies as a main goal of the proposed transaction. This is consistent with literature that finds
that hospitals, and especially non-profit hospitals, with market power, have little or no incentive to
pursue cost efficiencies, given the lack of market pressure on prices (and profits, for non-profits).

Conclusion
In conclusion, the claimed efficiencies are limited in both scope and specificity such that they do not

contribute in a meaningful way to "cognizable efficiencies" that could be included as benefits to justify
approval of the transaction.
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Appendix B

Key Findings from Stakeholder Interviews

As part of this project, a wide range of organizations and individuals were interviewed. This section of
the report summarizes some of the key findings from the interviews.

1. Market Position of CHOC and RCHSD

CHOC's Dominance in Orange County: CHOC is recognized as the primary provider of tertiary
and quaternary pediatric care in Orange County, with few alternatives available. Many other
hospitals in the area rely on CHOC's specialty services, and it commands high rates due to its
market position.

CHOC as a Negotiator: Interviewees consistently described CHOC as a tough negotiator, able to
command high rates, with a “take it or leave it” style of negotiation. This is in part due to the
specialized nature of the services provided, and the higher cost structures utilized. Interviewees
referred to CHOC as “dominant,” or a “must have” with few alternatives in Orange County.
CHOC is important for Emergency Services: Interviewees noted that parents often have a strong
preference for CHOC’s emergency room if given the choice, and that many other emergency
rooms stabilize and transfer pediatric patients in Orange County to CHOC.

RCHSD's Dominance in San Diego: RCHSD is the sole provider of advanced pediatric care in San
Diego County. Other hospitals have largely exited pediatric care, leaving RCHSD with a
substantial market share and significant bargaining power. It is considered a “must have”
hospital for pediatric services. It also attracts patients from a broader regional area, including
Imperial County and occasionally from further afield.

RCHSD’s Influence on Specialty Physician Services: Interviewees stated RCHSD’s affiliated
physician group of specialist pediatrics is particularly strong, with one expressing that they had
“cornered the market” on pediatric specialists and are now also acquiring general pediatric
practices. One interviewee noted that RCHSD has explicitly linked contractual negotiations on
hospital rates with negotiations for its specialty pediatrician physician group network.

2. Competition and Substitution Between CHOC and RCHSD

Potential For Competition Should be Preserved: While there is limited direct competition to
date, they are considered potential substitutes given their overlap in services and the focus on
the pediatric population. The interviewees felt it would be valuable to maintain them as
separate hospitals and potential competitors, should the transaction be approved.

3. Concerns Over Rate Increases Post-Merger

Potential for Higher Prices: Many payors expressed concerns that the merger between CHOC
and RCHSD could lead to higher prices.

Impact on Narrow Networks: The merger could have significant implications for health plans’
narrow networks, particularly in San Diego and Orange County, where losing access to either
hospital would affect network adequacy and affordability for lower-income families.

4. Impact on Labor Markets



- Nurses and Technicians: There are concerns about the potential impact on nurse rotations,
retention, and compensation post-merger. The merger could lead to labor shortages at
competing hospitals if the combined entity offers more attractive terms to specialized nurses
and technicians. In addition, because of the licensing requirement for nurses, the merger may
result in fewer opportunities to complete pediatric training for nursing students.

- Pediatrics Specialists: The combined company might have an advantage in recruiting pediatric
specialists due to its larger geographic reach and financial strength. This could exacerbate
existing shortages and make it more difficult for other hospitals to compete for talent. Market
participants expressed concern that an academic training affiliation program that locks other
hospitals out from accessing trainees, could adversely impact their ability to recruit future
physicians.

5. Other Concerns

- Physician Group Consolidation: Interviewees raised concerns about the potential for increased
leverage in negotiations with associated physician groups, which could drive up costs in addition
to hospital rates.

- Lack of Alternatives: From payors’ perspective, interviewees also noted that Kaiser was not an
alternative due to its closed model and refusal to contract with other payors.

- Rate Consolidation with License Consolidation: Interviewees raised concerns about the parties’
ability to consolidate rates by combining licenses or Taxpayer Identification Numbers (“TINs”).
Specifically, these interviewees explained that billing systems can be keyed to licenses or TINs,
such that when providers consolidate licenses or TINs, the rates applicable to the consolidated
licenses or TINs begin to apply automatically to services submitted for payment, without
negotiation.



Appendix C
Informational Tables

Annual Disclosure Reports, 2022-2023

RCHSD Hospital

Health Care Institution (Legal Name)

RADY CHILDRENS HOSPITAL - SAN DIEGO

HCALI Facility Number

106370673

D.B.A. (Doing Business As) Name

RADY CHILDRENS HOSPITAL - SAN DIEGO

Hospital Business Phone Number

(858) 576-1700

Medi-Cal Contract Provider Number

Medi-Cal Non-Contract Provider Number Z7T30271F
Medicare Provider Number 05-3303

Street Address 3020 CHILDRENS WAY
City SAN DIEGO

ZIP Code 92123

Mailing Address (if different) - Street or P.O. Box 3020 CHILDRENS WAY
City SAN DIEGO

ZIP Code 92123

Report Period From Date 07/01/2022

Report Period Through Date 06/30/2023

Medi-Cal Contract From Date

Medi-Cal Contract Through Date

Was this disclosure report completed after an independent financial audit?

e [

Are audit adjustments made by the independent auditor reflected in this report?

DR

The Hospital Disclosure Report for RCHSD provides general information about the facility for
the reporting period ending on June 30, 2023. The hospital's Medi-Cal Non-Contract Provider
Number is ZZT30271F, and its Medicare Provider Number is 05-3303. The report was completed
following an independent financial audit, and the audit adjustments made by the independent

auditor are reflected in the report.




Hospital Description

Miscellaneous Information

Type of Control Type of Care (one only)
(one only)

Licensed Beds (End of Period) 505  |Church Short-Term - General
Available Beds (Average) 436 Non-Profit Corporation X Short-Term - Childrens X
Staffed Beds (Average) 343 |Non-Profit Other Short-Term - Psychiatric
HSA No. 14 Investor - Individual Short-Term - Specialty
If Designated Trauma Center Investor - Partnership Long-Term - General
Indicate Level (1, 2, 3 or 4) 1 Investor - Corporation Long-Term - Childrens
If CSS approved NICU, State Long-Term - Psychiatric
Indicate the standard below: County Long-Term - Specialty
Regional X City/County
Community City
Intermediate District

Government Programs Prepaid Programs No. of Each Type 2 hlé(ggef;ge;n ises
Medicare X Hospital Based Emergency Services X
Medi-Cal X Parent Organization Based Psychiatric ER X
Children's Medical Services X State Contracts Physician X
Short-Doyle X Federal Contracts Pharmacist X
CHAMPUS X Medical Foundation Contracts Operating Room X
County Indigent X Commercial Plan Contracts Laboratory Services X
Other (specify): Other (specify): Radiology Services X

Anesthesiologist X

RCHSD had 505 licensed beds at the end of the period, with an average of 436 available beds

and 343 staffed beds. It is located in Health Service Area (HSA) number 14 and is a Level 1
designated trauma center. The hospital's NICU is approved as a Regional NICU. RCHSD operates

as a non-profit corporation. It primarily provides short-term care for children. The hospital

participates in various government programs, including Medicare, Medi-Cal, Children's Medical
Services, Short-Doyle, CHAMPUS, and serves county indigent patients. The hospital provides 24-
hour on-premises coverage with comprehensive services, including emergency services, a
psychiatric emergency room, physician and pharmacist availability, operating room, laboratory,

radiology, and anesthesiologist services.




Capacity and Patient Utilization Statistics

Beds Patient (Census) Days Discharges

Daily Hospital Licensed [Available (Average)| Staffed (Average) |Adult] Pediatric Service Total
Services (End of Period)

[Medical/Surgical
Intensive Care

Coronary Care

Pediatric Intensive

52 52 46 15,195 1,323
Care

[Neonatal Intensive

137 136 89 29,571 2,264
Care

Psychiatric Intensive
(Isolation) Care

[Medical/Surgical
A cute

L. 249 181 160 53,162 15,415
Pediatric Acute

Psychiatric Acute -
[Adult

Psychiatric Acute - 24 24

. 15 5,053 947
[Adolescent and Child

Obstetrics Acute

Alternate Birthing
Center

Sub-Acute Care

Sub-Acute Care -

o 19 19 15 5,122 16
Pediatric

. . 24 24 18 6,103 31
Skilled Nursing Care

Psychiatric Long-Term|
Care

505 436 343 114,206 19,996

TOTAL

RCHSD hospital has 505 licensed beds, 436 available, and 343 staffed. Key figures include
Pediatric Intensive (15,195 patient days, 1,323 discharges), Neonatal Intensive (29,571 days,
2,264 discharges), Pediatric Acute (53,162 days, 15,415 discharges), Adolescent Psychiatric
Acute (5,053 days, 947 discharges), and overall totals of 114,206 patient days and 19,996
discharges.



RCHSD Services Inventory

The Hospital Disclosure Report for RCHSD provides extensive detail on the availability of
various services using codes to indicate availability. This summary provides an overview of the
availability and scope of services provided by RCHSD, indicating the comprehensive range of
care and support extended to patients and medical professionals.

Code| Code Code
Laboratory Services
Daily Hospital Services (Continued) Clinic Services (Continued)
Intensive Care Services Microbiology 1 [Dental 2
Burn 2 [Necropsy 1 |Dermatology 1
Coronary 3 |Serology 1 |Diabetes 1
Medical 1 |Surgical Pathology 1 |Drug Abuse 3
Neonatal 1 Diagnostic Imaging Services Family Therapy 1
Neurosurgical 1 |Computed Tomography 1 |Group Therapy 1
Pediatric 1 |Cystoscopy 1 |Hypertension 1
Pulmonary 1 |Magnetic Resonance Imaging 1 |Metabolic 1
Surgical 1 |Positron Emission Tomography 2 [Neurology 1
Definitive Observation Care 3 |Ultrasonography 1 |Neonatal 1
Acute Care Services X-Ray - Radiology 1 |Obesity 1
Alternate Birthing Center Diagnostic/Therapeutic
(Licensed Beds) 3 Services Obstetrics 1
Geriatric 3 |Audiology 1 |Ophthalmology 1
Medical 1 |Biofeedback Therapy 1 |Orthopedic 1
Neonatal 1 |Cardiac Catheterization 1 |Otolaryngology 1
Oncology 1 |Cobalt Therapy 3 |Pediatric 1
Orthopedic 1 |Diagnostic Radioisotope 3 |Pediatric Surgery 1
Pediatric 1 |Echocardiology 1 |Podiatry 3
Physical Rehabilitation 1 |Electrocardiology 1  |Psychiatric 1
Post Partum 3 |Electroencephalography 1 |Renal 1
Surgical 1 |Electromyography 1 |Rheumatic 1
Transitional Inpatient Care
(Acute Beds) 1 |[Endoscopy 1 |Rural Health 3
Newborn Care Services Gastro-Intestinal Laboratory 1 [Surgery 1
Developmentally Disabled Nursery Carel 1 |Hyperbaric Chamber Services 3
INewborn Nursery Care 3 [Lithotripsy 1
Premature Nursery Care 1 [Nuclear Medicine 1 Home Care Services
Hospice Care 2 |Occupational Therapy 1 |Home Health Aide Services 3
Inpatient Care Under Custody (Jail) 3 |Physical Therapy 1 |Home Nursing Care (Visiting Nurse) 1
Long-Term Care Peripheral Vascular Laboratory 3 |Home Physical Medicine Care 1
Behavioral Disorder Care 1 |Pulmonary Function Services 1 |Home Social Service Care 1
Developmentally Disabled Care 1 |Radiation Therapy 2  |Home Dialysis Training 3
Intermediate Care 3 |Radium Therapy 2 |Home Hospice Care 2
Residential/Self Care 3 |Radioactive Implants 1 |Home I.V. Therapy Services 1
Self Care 3 |Recreational Therapy 1 |Jail Care 3
Skilled Nursing Care 1 |Respiratory Therapy Services 1 |Psychiatric Foster Home Care 3
Sub-Acute Care 1 [Speech-Language Pathology 1
Sub-Acute Care - Pediatric 1 |Sports Care Medicine 1
[Transitional Inpatient Care (SNF Beds) | 3 [Stress Testing 1
Chemical Dependency - Detox Therapeutic Radioisotope 3 Ambulatory Services
Alcohol 3 |X-Ray Radiology Therapy 1 |Adult Day Health Care Center 3
Drug 3 Ambulatory Surgery Services 1
Chemical Dependency - Rehab Comprehensive Outpatient Rehab Facility] 1
Alcohol 3 Observation (Short Stay) Care 1
Drug 3 Satellite Ambulatory Surgery Center 3




Code| Code| Code
Daily Hospital Services (Continued) Psychiatric Services Ambulatory Services (Continued)
Psychiatric Services Clinic Psychologist Services 1 [Satellite Clinic Services 1
Psychiatric Acute - Adult 3 |Child Care Services 1
Psychiatric - Adolescent and Child 1 |Electroconvulsive Therapy (Shock) 3 Other Services
Psychiatric Intensive (Isolation) Care 1 |Milieu Therapy 1 [Diabetic Training Class 1
Psychiatric Long-Term Care 3 |Night Care 3 [Diabetic Counseling 1
Psychiatric Therapy 1 |Drug Reaction Information 1
Obstetric Services Psychopharmacological Therapy 1 |Family Planning 1
Abortion Services 3 |Sheltered Workshop 3 |Genetic Counseling 1
Combined Labor/Delivery Birthing Room| 3 Renal Dialysis Medical Research 1
Delivery Room Services 3 |Hemodialysis 1 |Parent Training Class 1
Infertility Services 3 |Home Dialysis Support Services 1 |Patient Representative 1
Labor Room Services 3 |Peritoneal 1 _|Public Health Class 1
Surgery Services Self-Dialysis Training 1 |Social Work Services 1
Dental 1 |Organ Acquisition 1 |Toxicology/Antidote Information 2
General 1 [Blood Bank 1 |Vocational Services 3
Gynecological 1 |Extracorporeal Membrane Oxygenation| 1
Heart 1 [Pharmacy 1 Medical Education Programs
Kidney 1 Approved Residency 1
Neurosurgical 1 Emergency Services Approved Fellowship 1
Open Heart 1 |Emergency Communications Systems 2 |Non-Approved Residency 3
Ophthalmologic 1 |Emergency Helicopter Service 1 |Associate Records Technician 3
Organ Transplant 1 |Emergency Observation Service 1 |Diagnostic Radiologic Technologist 3
Orthopedic 1 |Emergency Room Service 1 [Dietetic Intern Program 3
Otolaryngolic 1 [Heliport 1 |Emergency Medical Technician 3
Pediatric 1 [Medical Transportation 1 |Hospital Administration Program 1
Plastic 1 [Mobile Cardiac Care Services 3 |Licensed Vocational Nurse 3
Podiatry 1 |Orthopedic Emergency Services 1 [Medical Technologist Program 3
Thoracic 1 |Psychiatric Emergency Services 1 [Medical Records Administrator 3
Urologic 1 |Radioisotope Decontamination Room 3 |Nurse Anesthetist 3
Anesthesia Services 1 |Trauma Treatment E.R. 1 |Nurse Practitioner 3
Nurse Midwife 3
Laboratory Services Clinic Services Occupational Therapist 1
Anatomical Pathology 1 |AIDS 1 |Pharmacy Intern 1
Chemistry 1 |Alcoholism 3 |Physicians Assistant 3
Clinical Pathology 1 |Allergy 1 _|Physical Therapist 1
Cytogenetics 2 |Cardiology 1 |Registered Nurse 1
Cytology 1 |Chest Medical 1 |Respiratory Therapist 1
Hematology 1 |Child Diagnosis 1 |Social Worker Program 1
Histocompatibility 3 |Child Treatment 1
Immunology 1 |Communicable Disease 1

1 - Service is available at the hospital.

2 - Service is available through arrangement at another health care entity.

3 - Service not available.

4 - Clinic services are commonly provided in the emergency suite to nonemergency outpatients by hospital-based physicians or residents.*

* Code 4 only used for Clinic Services.




Active Medical Staff Profile - MDs, DOs, Podiatrists and Dentists
The Active Medical Staff Profile at RCHSD includes MDs, DOs, podiatrists, and dentists across various

clinical specialties.

Active Medical Staff Profile - MDs, DOs, Podiatrists and Dentists Residents/Fellows
(Enter Numbers) (Enter FTEs)
Hospital Based Non-Hospital Based
Clinical Specialty Board Certified | Board Eligible| Other | Board Certified | Board Eligible] Other | Residents| Fellows
Aerospace Medicine
Allergy and Immunology 10
Anesthesiology 73 1 1 4.00
Cardiovascular Diseases 2
Child Psychiatry 9 31
Colon and Rectal Surgery
Dental 5 1.00
Dermatology 20 1 2.00
Diagnostic Radiology
Forensic Pathology
Gastroenterology 31 2
General/Family Practice 7.00
General Preventative Medicine
General Surgery
Internal Medicine 14
Neurological Surgery 7 1.00
Neurology 33 2 8.00
Nuclear Medicine
Obstetrics and Gynecology 1
Occupational Medicine
Oncology 31 1
Ophthalmology 19
Oral Surgery (Dentists Only)




Active Medical Staff Profile - MDs, DOs, Podiatrists and Dentists

Residents/Fellows (Enter FTEs)

(Enter Numbers)
Hospital Based Non-Hospital Based
Clinical Specialty | Board Certified | Board Eligible Other Board Certified | Board Eligible | Other | Residents | Fellows

Orthopedic Surgery 39 1
Otolaryngology 16 1.00
Pathology 1 1 1.00
Pediatric-Allergy
Pediatric-Cardiology 38
Pediatric-Surgery 14 2 10.00
Pediatric Medicine 114 5 6 71.00
Physical
Medicine/Rehabilitation
Plastic and 10 1 1 1.00
Reconstructive Surgery
Podiatry 1
Psychiatry 14 1 1 11.00
Public Health
Pulmonary Disease 16
Radiology 48 1 4.00
Therapeutic Radiology
Thoracic Surgery
Urology 8 2.00
Vascular Surgery
Other Specialties 153 4 1 18.00

TOTAL 722 19 50 142.00




Standard Unit of Measure

Total Total
Inpatient Outpatient
Standard Unit Total Units Units of Units of
Account Description of Measure of Service Service Service
Ambulatory Services
Emergency Services Visits 140,207 10,890 129,317
Medical Transportation Services Occasions of Service
Psychiatric Emergency Rooms Visits
Clinics Visits 110,882 921 109,961
Satellite Clinics Visits
Satellite Ambulatory Surgery Center Operating Minutes
Outpatient Chemical Dependency Services Visits
Observation Care Observation Hours
Partial Hospitalization - Psychiatric Day-Night Care Days
Home Health Care Services Home Health Visits 4,730 4,730
Hospice - Outpatient Visits
Adult Day Health Care Visits
Ancillary Services
Labor and Delivery Services Deliveries
Surgery and Recovery Services Operating Minutes 1,859,488 785,720 1,073,768
Ambulatory Surgery Services Operating Minutes
Anesthesiology Anesthesia Minutes 1,919,928 846,160 1,073,768
Medical Supplies Sold to Patients CS & S Adj. Inpatient Days 133,143
Durable Medical Equipment Adjusted Inpatient Days
Clinical Laboratory Services Tests 1,265,729 654,345 611,384
Pathological Laboratory Services Tests 43,063 10,811 32,252
Blood Bank Units of Blood Issued 52,018 36,353 15,665
Echocardiology Procedures 35,667 12,605 23,062
Cardiac Catheterization Services Procedures 1,250 591 659
Cardiology Services Procedures 27,943 5,409 22,534
Electromyography Procedures 9,531 5,841 3,690
Electroencephalography Procedures
Radiology - Diagnostic Procedures 174,021 66,098 107,923
Radiology - Therapeutic Procedures
Nuclear Medicine Procedures 3,086 274 2,812
Magnetic Resonance Imaging Procedures 15,869 4,237 11,632
Ultrasonography Procedures 30,675 7,985 22,690
Computed Tomographic Scanner Procedures 11,728 4,200 7,528
Drugs Sold to Patients Pharmacy Adj. Inpatient Days 221,672
Respiratory Therapy Adj. Inpatient
Respiratory Therapy Days 115,926




Pulmonary Function Services Procedures 7,493 437 7,056

Renal Dialysis Hours of Treatment 52,008 672 51,336

Lithotripsy Procedures

Gastro-Intestinal Services Procedures

Physical Therapy Sessions 178,381 30,167 148,214

Speech-Language Pathology Sessions 212,959 19,973 192,986

Occupational Therapy Sessions 109,562 25,932 83,630

Electroconvulsive Therapy Treatments

Psychiatric/Psychological Testing Sessions

Psychiatric Individual/Group Therapy Sessions

Organ Acquisition Organs Acquired 55 55

Other Statistics

Satellite Ambulatory Surgery Center Surgeries

Satellite Ambulatory Surgery Center Satellite Operating Rooms

Surgery and Recovery Services Surgeries 19,636 6,044 13,592

Surgery and Recovery Services Open Heart Surgery Minutes

Surgery and Recovery Services Open Heart Surgeries

Surgery and Recovery Services Inpatient Operating Rooms 16

Ambulatory Surgery Services Surgeries

Ambulatory Surgery Services Outpatient Operating Rooms

Observation Care Days

Renal Dialysis Care Visits 6,417 6,417

Referred Visits 122,857 122,857

TOTAL OUTPATIENT VISITS (a) 386,874 386,874

Natural Cesarean

Live Birth Summary Total Births Births Sections

Labor and Delivery Services

Surgery and Recovery Services

Alternate Birthing Center

Obstetrics Acute

Emergency Services and other areas within the
hospital

TOTAL BIRTHS




Other Statistics

Standard Unit Total Units of Total Inpatient Total Outpatient
Account Description of Measure Service Units of Service Units of Service
Other Statistics
Satellite Ambulatory Surgery Center Surgeries
Satellite Operating
Satellite Ambulatory Surgery Center Rooms
Surgery and Recovery Services Surgeries 19,636 6,044 13,592
Open Heart Surgery
Surgery and Recovery Services Minutes
Surgery and Recovery Services Open Heart Surgeries
Inpatient Operating
Surgery and Recovery Services Rooms 16
Ambulatory Surgery Services Surgeries
Outpatient Operating
Ambulatory Surgery Services Rooms
Observation Care Days
Renal Dialysis Care Visits 6,417 6,417
Referred Visits 122,857 122,857
TOTAL OUTPATIENT VISITS (a) 386,874 386,874
Live Birth Summary Total Births Natural Births Cesarean Sections
Labor and Delivery Services
Surgery and Recovery Services
Alternate Birthing Center
Obstetrics Acute
Emergency Services and
other areas within the hospital
TOTAL BIRTHS

The Hospital Disclosure Report for RCHSD details various services provided, including surgery
and recovery services, renal dialysis care, referred visits, and total outpatient visits. In the
category of Surgery and Recovery Services, the hospital performed a total of 19,636 surgeries,
with 6,044 being inpatient surgeries and 13,592 outpatient surgeries. The hospital is equipped
with 16 inpatient operating rooms. Renal Dialysis Care saw a total of 6,417 outpatient visits.
There were 122,857 referred visits, all conducted on an outpatient basis. The hospital recorded
a significant number of total outpatient visits, amounting to 386,874.
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Statement of Income for RCHSD — Unrestricted Fund

Acct|
No.

Current Year

Prior Year

Operating Revenues

Daily Hospital Services

1,251,002,468

1,191,730,835

Ambulatory Services

430,116,196

368,660,769

Ancillary Services

1,946,174,673

1,819,539,351

GROSS PATIENT REVENUE 3,627,293,337 3,379,930,955)
DEDUCTIONS FROM REVENUE 2,223,858,275 2,350,793,470)
CAPITATION PREMIUM REVENUE 65,180,555 65,254,185

NET PATIENT REVENUE

1,468,615,617|

1,094,391,670)

TOTAL OTHER OPERATING REVENUE

150,673,298

157,353,536

TOTAL OPERATING REVENUE

1,619,288,915

1,251,745,206|

Operating Expenses

Daily Hospital Services 262,070,972 244,866,504
Ambulatory Services 107,587,470 96,684,805
Ancillary Services 320,396,514 200,409,570
Research Costs 18,650,269 15,731,482
Education Costs 450,824 388,160
General Services 177,116,444 259,488,810
Fiscal Services 41,870,750 39,419,527
Administrative Services 256,198,659 170,501,403
Unassigned Costs 18,475,175 18,226,845

Purchased Inpatient Services

Purchased Outpatient Services

TOTAL OPERATING EXPENSES

1,202,817,077

1,045,717,106

NET FROM OPERATIONS 416,471,838 206,028,100

NET NON-OPERATING REVENUE AND EXPENSE 106,205,821 (116,602,157)
NET INCOME BEFORE TAXES AND EXTRAORDINARY ITEMS 522,677,659 89,425,943
Provision for Income Taxes
Current
Deferred
NET INCOME BEFORE EXTRAORDINARY ITEMS 522,677,659 89,425,943

NET INCOME 522,677,659 89,425,943
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Operating revenues at RCHSD increased across multiple services. Daily hospital services rose to
$1.25 billion from $1.19 billion, while ambulatory services generated $430.1 million, up from
$368.7 million. Ancillary services also saw an increase, bringing in $1.95 billion compared to
$1.82 billion the previous year. This led to a total gross patient revenue of $3.63 billion, up from
$3.38 billion. Revenue deductions decreased to $2.22 billion from $2.35 billion, resulting in net
patient revenue rising to $1.47 billion from $1.09 billion. Total other operating revenue slightly
decreased, making the total operating revenue $1.62 billion, up from $1.25 billion.

Operating expenses also showed notable changes. Daily hospital service costs increased to
$262.1 million from $244.9 million, while ambulatory services rose to $107.6 million from $96.7
million. Ancillary service expenses jumped to $320.4 million from $200.4 million. General
services expenses decreased to $177.1 million from $259.5 million, while administrative
services increased to $256.2 million from $170.5 million. Total operating expenses for the year
were $1.2 billion, up from $1.05 billion.

The hospital's net from operations grew to $416.5 million from $206 million. Net non-operating
revenue and expenses improved significantly, reaching $106.2 million compared to a loss of
$116.6 million the previous year. As a result, net income before taxes was $522.7 million, up
from $89.4 million, with no income tax provisions in either year. The net income for the current
year was $522.7 million, compared to $89.4 million the previous year.
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Children’s Hospital of Orange County

Hospital Description

Health Care Institution (Legal Name)

CHILDRENS HOSPITAL OF ORANGE COUNTY

HCAI Facility Number

106300032

D.B.A. (Doing Business As) Name

CHILDRENS HOSPITAL OF ORANGE COUNTY

Hospital Business Phone Number

(714) 997-3000

Medi-Cal Contract Provider Number HSC31404F
Medi-Cal Non-Contract Provider Number
Medicare Provider Number 05-3304

Street Address 1201 W. LA VETA AVE

City ORANGE

ZIP Code 92868

Mailing Address (if different) - Street or P.O. Box

City

ZIP Code

Report Period From Date 07/01/2022

Report Period Through Date 06/30/2023

Medi-Cal Contract From Date 07/01/2022

Medi-Cal Contract Through Date 06/30/2023

Was this disclosure report completed after an independent financial audit? Yes |:| No
Are audit adjustments made by the independent auditor reflected in this report? Yes |:| No

CHOC, operating under HCAI ID 106300032, is located at 1201 West La Veta Avenue, Orange,
CA 92868. The reporting period for this disclosure is from July 1, 2022, to June 30, 2023. The

facility's business phone number is (714) 997-3000, and it is a Medi-Cal Contract Provider with
the number HSC31404F and a Medicare Provider with the number 05-3304. The reporting
period covered is from July 1, 2022, to June 30, 2023, which also aligns with the Medi-Cal

contract dates.

Type of Control Type of Care
Miscellaneous Information (one only) (one only)

Licensed Beds (End of Period) 334 |Church Short-Term - General
Available Beds (Average) 334 [Non-Profit Corporation Short-Term - Childrens X
Staffed Beds (Average) 220 |Non-Profit Other Short-Term - Psychiatric
HSA No. 13 |Investor - Individual Short-Term - Specialty
If Designated Trauma Center Investor - Partnership Long-Term - General
Indicate Level (1, 2, 3 or 4) 1 |Investor - Corporation Long-Term - Childrens
If CSS approved NICU, State Long-Term - Psychiatric
Indicate the standard below: County Long-Term - Specialty
Regional X |City/County
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Community City
Intermediate District
24 hr On Premises
Government Programs Prepaid Programs No. of Each Type Coverage

Medicare Hospital Based Emergency Services X
Medi-Cal Parent Organization Based Psychiatric ER
Children's Medical Services State Contracts Physician X
Short-Doyle Federal Contracts Pharmacist X
CHAMPUS Medical Foundation Contracts Operating Room X
County Indigent Commercial Plan Contracts Laboratory Services X
Other (specify): Other (specify): Radiology Services X

CALOPTIMA MANAGED MEDI-CAL 1 Anesthesiologist X

The hospital is licensed for 334 beds, with an average availability of 334 beds and an average
staffing of 220 beds. It is a non-profit corporation providing short-term children's care and

operates as a Level 1 designated trauma center with a CSS-approved NICU. Government

programs in operation include Medicare, Medi-Cal, Children's Medical Services, CHAMPUS, and

County Indigent. The hospital provides 24-hour on-premises coverage with emergency services,
physician coverage, pharmacist services, operating room availability, laboratory services,

radiology services, and anesthesiology. The facility also participates in CalOptima Managed

Medi-Cal with one type of prepaid program.
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Capacity and Patient Utilization Statistics

Beds Patient (Census) Days Discharges
Licensed Available Staffed (11) 12)

Daily Hospital Services (End of Period) | (Average) (Average) Adult Pediatric Service Total
Medical/Surgical Intensive Care
Coronary Care
Pediatric Intensive Care 54 54 34 12,486 835 835
Neonatal Intensive Care 104 104 66 24,027 960 960
Psychiatric Intensive (Isolation) Care
Burn Care
Other Intensive Care
Definitive Observation
Medical/Surgical Acute
Pediatric Acute 158 158 106 38,672 10,544 10,544
Psychiatric Acute - Adult
Psychiatric Acute - Adolescent and Child 18 18 14 5,100 704 704
Residential Care
Other Long-Term Care Services
Other Daily Hospital Services
TOTAL 334 334 220 80,285 13,043 13,043
Nursery Acute

CHOC has a total of 334 licensed beds, with an average of 334 available beds and 220 staffed beds. In

the Pediatric Intensive Care unit, there are 54 licensed and available beds, with 34 staffed beds. This unit
recorded 12,486 patient days and 835 discharges. The Neonatal Intensive Care unit has 104 licensed and
available beds, with 66 staffed beds, and reported 24,027 patient days and 960 discharges. The Pediatric

Acute Care unit operates 158 licensed and available beds, with 106 staffed beds. It recorded 38,672
patient days and 10,544 discharges. The Psychiatric Acute Care for Adolescents and Children has 18

licensed and available beds, with 14 staffed beds, and recorded 5,100 patient days and 704 discharges.
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CHOC Services Inventory

Code Code Code
Daily Hospital Services Laboratory Services (Continued) Clinic Services (Continued)
Intensive Care Services Microbiology 1 |Dental 1
Burn 3 Necropsy 1 Dermatology 1
Coronary 1 Serology 1 Diabetes 1
Medical 1 Surgical Pathology 1 Drug Abuse 3
Neonatal 1 Diagnostic Imaging Services Family Therapy 1
Neurosurgical 1 Computed Tomography 1 Group Therapy 1
Pediatric 1 |Cystoscopy 1 |[Hypertension 1
Pulmonary 1 Magnetic Resonance Imaging 1 Metabolic 1
Surgical 1 Positron Emission Tomography 1 Neurology 1
Definitive Observation Care 1 |Ultrasonography 1 |Neonatal 1
Acute Care Services X-Ray - Radiology 1 Obesity 1
Alternate Birthing Center (Licensed Beds) 3 Diagnostic/Therapeutic Services Obstetrics 3
Geriatric 3 |Audiology 1 Ophthalmology 1
Medical 1 Biofeedback Therapy 1 Orthopedic 1
Neonatal 1 Cardiac Catheterization 1 Otolaryngology 1
Oncology 1 Cobalt Therapy 2 Pediatric 1
Orthopedic 1 Diagnostic Radioisotope 1 Pediatric Surgery 1
Pediatric 1 Echocardiology 1 Podiatry 1
Physical Rehabilitation 1 |Electrocardiology 1 [Psychiatric 1
Post Partum 3 Electroencephalography 1 Renal 1
Surgical 1 Electromyography 1 Rheumatic 1
Transitional Inpatient Care (Acute Beds) 3 Endoscopy 1 Rural Health 3
Newborn Care Services Gastro-Intestinal Laboratory 1 Surgery 1
Developmentally Disabled Nursery Care 1 Hyperbaric Chamber Services 3
Newborn Nursery Care 1 |Lithotripsy 1
Premature Nursery Care 1 [Nuclear Medicine 1 Home Care Services
Hospice Care 2 Occupational Therapy 1 Home Health Aide Services 2
Inpatient Care Under Custody (Jail) 1 Physical Therapy 1 Home Nursing Care (Visiting Nurse) 2
Long-Term Care Peripheral Vascular Laboratory 1 Home Physical Medicine Care 2
Behavioral Disorder Care 3 Pulmonary Function Services 1 Home Social Service Care 2
Developmentally Disabled Care 3 Radiation Therapy 2 Home Dialysis Training 2
Intermediate Care 3 Radium Therapy 2 Home Hospice Care 2
Residential/Self Care 3 Radioactive Implants 1 Home 1.V. Therapy Services 2
Self Care 3 Recreational Therapy 1 Jail Care 3
Skilled Nursing Care 3 Respiratory Therapy Services 1 Psychiatric Foster Home Care 3
Sub-Acute Care 3 Speech-Language Pathology 1
Sub-Acute Care - Pediatric 2 Sports Care Medicine 1
Transitional Inpatient Care (SNF Beds) 3 Stress Testing 1
Chemical Dependency - Detox Therapeutic Radioisotope 1 Ambulatory Services
Alcohol 3 |X-Ray Radiology Therapy 1 Adult Day Health Care Center 3
Drug 3 Ambulatory Surgery Services 1
Comprehensive Outpatient Rehab 3
Chemical Dependency - Rehab Facility
Alcohol 3 Observation (Short Stay) Care 1
Drug 3 Satellite Ambulatory Surgery Center 3
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Code Code Code
Daily Hospital Services (Continued) Psychiatric Services Ambulatory Services (Continued)
Psychiatric Services Clinic Psychologist Services 1 |Satellite Clinic Services 1
Psychiatric Acute - Adult 3 |Child Care Services 3
Psychiatric - Adolescent and Child 1 |Electroconvulsive Therapy (Shock) 3 |Other Services
Psychiatric Intensive (Isolation) Care 1 |Milieu Therapy 1 |Diabetic Training Class 1
Psychiatric Long-Term Care 3 |Night Care 3 |Diabetic Counseling 1
Psychiatric Therapy 1 |Drug Reaction Information 1
Obstetric Services Psychopharmacological Therapy 1 |Family Planning 1
Abortion Services 3 |Sheltered Workshop 3 |Genetic Counseling 1
Combined Labor/Delivery Birthing Room| 3 |Renal Dialysis Medical Research 1
Delivery Room Services 3 |Hemodialysis 1 |Parent Training Class 1
Infertility Services 3 |Home Dialysis Support Services 2 |Patient Representative 1
Labor Room Services 3 |Peritoneal 2 |Public Health Class 3
Surgery Services Self-Dialysis Training 2 |Social Work Services 1
Dental 1 |Organ Acquisition 3 |Toxicology/Antidote Information 2
General 1 |Blood Bank 1 [Vocational Services 3
Extracorporeal Membrane 1
Gynecological 1 |Oxygenation
Heart 1 |Pharmacy 1 |Medical Education Programs
Kidney 1 Approved Residency 1
Neurosurgical 1 |Emergency Services Approved Fellowship 1
Emergency Communications
Open Heart 1 |Systems 1 |Non-Approved Residency 3
Ophthalmologic 1 |Emergency Helicopter Service 1 |Associate Records Technician 3
Organ Transplant 3 |Emergency Observation Service 1 |Diagnostic Radiologic Technologist| 3
Orthopedic 1 |Emergency Room Service 1 |Dietetic Intern Program 3
Otolaryngolic 1 |Heliport 1 |Emergency Medical Technician 3
Pediatric 1 |Medical Transportation 1 |Hospital Administration Program 3
Plastic 1 [Mobile Cardiac Care Services 3 |Licensed Vocational Nurse 3
Podiatry 1 |Orthopedic Emergency Services 1 [Medical Technologist Program 3
Thoracic 1 |Psychiatric Emergency Services 1 [Medical Records Administrator 3
Urologic 1 |Radioisotope Decontamination Room| 3  |Nurse Anesthetist 3
Anesthesia Services 1 [Trauma Treatment E.R. 1 |Nurse Practitioner 1
Nurse Midwife 3
Laboratory Services Clinic Services Occupational Therapist 3
Anatomical Pathology 1 |AIDS 1 [Pharmacy Intern 1
Chemistry 1 |Alcoholism 3 [Physicians Assistant 3
Clinical Pathology 1 |Allergy 1 [Physical Therapist 3
Cytogenetics 1 |Cardiology 1 [Registered Nurse 1
Cytology 1 |Chest Medical 1 [Respiratory Therapist 1
Hematology 1 |Child Diagnosis 1 [Social Worker Program 1
Histocompatibility 1 |Child Treatment 1
Immunology 1 |Communicable Disease 1
CODE:

1 - Service is available at the hospital.

2 - Service is available through arrangement at another health care entity.

3 - Service not available.

4 - Clinic services are commonly provided in the emergency suite to nonemergency outpatients by hospital-based physicians or residents.*
* Code 4 only used for Clinic Services.
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Active Medical Staff Profile - MDs, DOs, Podiatrists and Dentists

Hospital Based Non-Hospital Based
Board Board Board Board
Clinical Specialty Certified Eligible Other Certified Eligible Other Residents Fellows
Aerospace Medicine
Allergy and Immunology
Anesthesiology 50 0.50
Cardiovascular Diseases
Child Psychiatry 13
Colon and Rectal Surgery 1
Dental 24 1.67
Dermatology 3 0.18
Diagnostic Radiology 46
Forensic Pathology
Gastroenterology 14
General/Family Practice 1
General Preventative Medicine
General Surgery
Internal Medicine
Neurological Surgery 13
Neurology 30 2 5.21 0.54
Nuclear Medicine
Obstetrics and Gynecology 16
Occupational Medicine
Oncology 28
Ophthalmology 15
Oral Surgery (Dentists Only) 11

The active medical staff at CHOC consists of various specialists. The anesthesiology department
includes 50 board-certified hospital-based specialists, with an additional 0.50 FTE residents.
Child psychiatry has 13 non-hospital-based specialists. Colon and rectal surgery includes one
non-hospital-based specialist. The dental department features 24 other non-hospital-based
specialists and 1.67 FTE fellows. Dermatology has three non-hospital-based specialists, with
0.18 FTE residents. Diagnostic radiology includes 46 board-certified hospital-based specialists.
Gastroenterology features 14 non-hospital-based specialists. General and family practice
include one non-hospital-based specialist. Neurological surgery includes 13 non-hospital-based
specialists. Neurology has 30 non-hospital-based specialists, with two board-eligible, five
residents (5.21 FTE), and 0.54 FTE fellows.
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Obstetrics and gynecology include 16 non-hospital-based specialists. Oncology features 28 non-
hospital-based specialists. Ophthalmology has 15 non-hospital-based specialists. Oral surgery
includes 11 non-hospital-based specialists.

Hospital Based Non-Hospital Based
Board Board Board Board
Clinical Specialty Certified Eligible Other Certified Eligible Other Residents Fellows
Orthopedic Surgery 15 2 4.00 0.17
Otolaryngology 12 1.00
Pathology 6 0.50
Pediatric-Allergy 9
Pediatric-Cardiology 29
Pediatric-Surgery 11 2 1.89 1.00
Pediatric Medicine 134 1 169 67.85 7.23
Physical Medicine/Rehabilitation 1
Plastic and Reconstructive Surgery 8 1 2.62
Podiatry 5
Psychiatry
Public Health
Pulmonary Disease 12
Radiology
Therapeutic Radiology 1 8 0.93 0.15
Thoracic Surgery 7
Urology 6 2.00
Vascular Surgery 3
Other Specialties 146 3.57
TOTAL 237 1 570 7 40 88.35 12.66

The active medical staff profile at CHOC includes various clinical specialties. In orthopedic
surgery, there are 15 non-hospital-based specialists, two of whom are board-eligible, with four
residents (4.00 FTE) and 0.17 FTE fellows. Otolaryngology includes 12 non-hospital-based
specialists and one resident (1.00 FTE). Pathology consists of six board-certified hospital-based
specialists and 0.50 FTE residents. Pediatric-allergy features nine non-hospital-based specialists,
while pediatric-cardiology includes 29 non-hospital-based specialists. Pediatric-surgery has 11
non-hospital-based specialists, two board-eligible, with 1.89 FTE residents and 1.00 FTE fellows.
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Pediatric medicine includes a substantial number of specialists, with 134 hospital-based board-
certified, one hospital-based board-eligible, and 169 non-hospital-based specialists, along with
67.85 FTE residents and 7.23 FTE fellows. Physical medicine and rehabilitation have one non-
hospital-based specialist. Plastic and reconstructive surgery feature eight non-hospital-based
specialists, one board-eligible, and 2.62 FTE residents. Podiatry includes five non-hospital-based
specialists. Other specialties include 146 non-hospital-based specialists and 3.57 FTE residents.

20



Standard Units of Measure

Standard Unit

Total Units

Total Inpatient

Total Outpatient

Account Description of Measure of Service Units of Service | Units of Service
Ambulatory Services
Emergency Services Visits 119,197 12,498 106,699
Medical Transportation Services Occasions of Service 5,692 2,640 3,052
Psychiatric Emergency Rooms Visits
Clinics Visits 71,562 83 71,479
Satellite Clinics Visits
Satellite Ambulatory Surgery Center Operating Minutes
Outpatient Chemical Dependency Services |Visits
Observation Care Observation Hours 101,867 101,867
Partial Hospitalization - Psychiatric Day-Night Care Days
Home Health Care Services Home Health Visits
Hospice - Outpatient Visits
Adult Day Health Care Visits
Ancillary Services
Labor and Delivery Services Deliveries
Surgery and Recovery Services Operating Minutes 1,983,280 647,285 1,335,995
Ambulatory Surgery Services Operating Minutes
Anesthesiology Anesthesia Minutes 1,256,978 449,811 807,167
Medical Supplies Sold to Patients CS & S Adj. Inpatient Days 217,622
Durable Medical Equipment Adjusted Inpatient Days 126,275
Clinical Laboratory Services Tests 680,831 362,604 318,227
Pathological Laboratory Services Tests 156,963 86,113 70,850
Blood Bank Units of Blood Issued 52,060 35,068 16,992
Echocardiology Procedures
Cardiac Catheterization Services Procedures 11,270 4,757 6,513
Cardiology Services Procedures 24,365 14,746 9,619
Electromyography Procedures
Electroencephalography Procedures 8,547 5,951 2,596
Radiology - Diagnostic Procedures 72,540 23,955 48,585
Radiology - Therapeutic Procedures
Nuclear Medicine Procedures 2,283 528 1,755
Magnetic Resonance Imaging Procedures 10,486 2,677 7,809
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Ultrasonography Procedures 29,724 7,840 21,884
Computed Tomographic Scanner Procedures 9,202 3,179 6,023
Drugs Sold to Patients Pharmacy Adj. Inpatient Days 158,322

Respiratory Therapy Respiratory Therapy Adj. Inpatient Days 83,442

Pulmonary Function Services Procedures 45,724 7,978 37,746
Renal Dialysis Hours of Treatment 3,038 661 2,377
Lithotripsy Procedures

Gastro-Intestinal Services Procedures 6,124 851 5,273
Physical Therapy Sessions 42,277 42,277
Speech-Language Pathology Sessions

Occupational Therapy Sessions 30,423 29,790 633
Electroconvulsive Therapy Treatments

Psychiatric/Psychological Testing Sessions 22,123 2,842 19,281
Psychiatric Individual/Group Therapy Sessions

Organ Acquisition Organs Acquired

The patient utilization statistics for CHOC cover both ambulatory and ancillary services for the

reporting period ending on June 30, 2023. In ambulatory services, emergency services recorded
119,197 visits, with 12,498 inpatient visits and 106,699 outpatient visits. Medical transportation

services had 5,692 occasions, split between 2,640 inpatient and 3,052 outpatient occasions.
Clinics handled 71,562 visits, with 83 inpatient and 71,479 outpatient visits. Observation care
recorded 101,867 observation hours, all in the outpatient category. For ancillary services,
surgery and recovery services accounted for 1,983,280 operating minutes, divided into 647,285
inpatient and 1,335,995 outpatient minutes. Anesthesiology recorded 1,256,978 anesthesia
minutes, with 449,811 inpatient and 807,167 outpatient minutes. Clinical laboratory services
conducted 680,831 tests, with 362,604 inpatient and 318,227 outpatient tests.
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Other Statistics

Standard Unit

Total Units

Total Inpatient

Total Outpatient

Account Description of Measure of Service Units of Service Units of Service
Other Statistics
Satellite Ambulatory Surgery Center Surgeries
Satellite Ambulatory Surgery Center Satellite Operating Rooms
Surgery and Recovery Services Surgeries 12,656 3,122 9,534
Surgery and Recovery Services Open Heart Surgery Minutes
Surgery and Recovery Services Open Heart Surgeries
Surgery and Recovery Services Inpatient Operating Rooms 31
Ambulatory Surgery Services Surgeries
Ambulatory Surgery Services Outpatient Operating Rooms
Observation Care Days 4,244 4,244
Renal Dialysis Care Visits 993 993
Referred Visits 8,115 8,115
TOTAL OUTPATIENT VISITS (a) 201,064 201,064

Live Birth Summary Total Births Natural Births Cesarean Sections

Labor and Delivery Services

Surgery and Recovery Services

Alternate Birthing Center

Obstetrics Acute

Emergency Services and other areas within the hospital

TOTAL BIRTHS

The patient utilization statistics for Children's Hospital of Orange County, as reported, include

various surgical and outpatient services. Surgery and recovery services performed 12,656

surgeries, with 3,122 inpatient surgeries and 9,534 outpatient surgeries. There are 31 inpatient
operating rooms utilized for these procedures. Observation care reported a total of 4,244 days,
all in the outpatient category. Renal dialysis care recorded 993 visits, all of which were
outpatient. Referred visits amounted to 8,115, also all were outpatient. The total number of
outpatient visits for the period was 201,064, encompassing all outpatient services provided by
the hospital. There were no live births recorded in the provided report under labor and delivery
services, surgery and recovery services, alternate birthing center, obstetrics acute, or

emergency services.
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Statement of Income for CHOC — Unrestricted Funds

Operating Revenues

Current Year

Prior Year

Daily Hospital Services

1,314,972,310

1,074,023,686

Ambulatory Services

297,115,628

258,148,763

Ancillary Services

2,492,082,483

2,041,702,361

GROSS PATIENT REVENUE

4,104,170,421

3,373,874,810

DEDUCTIONS FROM REVENUE

2,934,990,481

2,605,400,586

CAPITATION PREMIUM REVENUE 75,176,061 77,533,796
NET PATIENT REVENUE 1,244,356,001 846,008,020
TOTAL OTHER OPERATING REVENUE 93,823,974 85,554,352
TOTAL OPERATING REVENUE 1,338,179,975 931,562,372
Daily Hospital Services 147,306,075 114,442,355
Ambulatory Services 71,203,492 61,790,116
Ancillary Services 257,072,389 215,651,451
Research Costs 17,842,725 14,392,221
Education Costs 24,470,837 19,777,972
General Services 179,508,259 149,933,792
Fiscal Services 48,315,540 42,034,879
Administrative Services 251,778,670 149,890,251
[Unassigned Costs 24,433,307 23,800,161
Purchased Inpatient Services
Purchased Outpatient Services 16,960,487 18,124,527
TOTAL OPERATING EXPENSES 1,038,891,781 809,837,725

NET NON-OPERATING REVENUE AND EXPENSE

(64,811,814)

(75,769,563)

NET INCOME BEFORE TAXES AND EXTRAORDINARY ITEMS

234,476,380 45,955,084
NET INCOME BEFORE EXTRAORDINARY ITEMS 234.476.380 45.955.084
NET INCOME 234,476,380 45,955,084

The statement of income for the unrestricted fund at CHOC shows the financial performance
for the current year compared to the prior year.
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Operating revenues are categorized into daily hospital services, ambulatory services, and
ancillary services. This year, daily hospital services generated $1.31 billion, ambulatory services
$297.1 million, and ancillary services $2.49 billion, leading to a total gross patient revenue of
$4.10 billion, up from $3.37 billion last year. Deductions from revenue amounted to $2.93
billion, and with capitation premium revenue of $75.2 million, the net patient revenue reached
$1.24 billion, compared to $846 million previously. Including $93.8 million from other operating
revenue, total operating revenue increased to $1.34 billion from $931.6 million. Operating
expenses rose to $1.04 billion from $809.8 million, covering costs across various services and
functions. Net income from operations was $299.3 million, significantly higher than last year’s
$121.7 million. After accounting for a non-operating loss of $64.8 million, net income before
taxes was $234.5 million, up from $45.96 million, with no taxes or extraordinary items affecting
this figure.
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CHOC at Mission Hospital

The Health Care Institution is legally named "Children's Hospital at Mission" and operates under the DBA
(Doing Business As) name "CHOC Children's at Mission Hospital." The HCAI Facility Number is
106304113. The Medi-Cal Non-Contract Provider Number is HSP33306F, and the Medicare Provider
Number is 05-3306. The report period spans from July 1, 2022, to June 30, 2023. The Medi-Cal Contract
period also covers the same dates.

Hospital Description

Miscellaneous Information

Type of Control
(one only)

Type of Care
(one only)

Licensed Beds (End of Period)

54 |Church

Short-Term - General

Available Beds (Average)

54  |Non-Profit Corporation

Short-Term - Childrens X

Staffed Beds (Average)

28  [Non-Profit Other

Short-Term - Psychiatric

HSA No.

13 [Investor - Individual

Short-Term - Specialty

If Designated Trauma Center

Investor - Partnership

Long-Term - General

Indicate Level (1,2, 3 or 4)

Investor - Corporation

Long-Term - Childrens

If CSS approved NICU, State Long-Term - Psychiatric
Indicate the standard below: County Long-Term - Specialty
Regional City/County

Community X |City

Intermediate District

CHOC at Mission hospital had 54 licensed beds at the end of the period and an average of 54 available
beds. The average number of staffed beds is 28. The hospital's HSA Number is 13. The hospital is
controlled by a non-profit corporation. The hospital is classified as a short-term children's care facility.

Government Programs

Prepaid Programs

No. of Each Type

24 hr On Premises Coverage

Medicare Hospital Based Emergency Services X
Medi-Cal Parent Organization Based Psychiatric ER

Children's Medical Services State Contracts Physician X
Short-Doyle Federal Contracts Pharmacist X
CHAMPUS Medical Foundation Contracts Operating Room X
County Indigent Commercial Plan Contracts Laboratory Services X
Other (specify): Other (specify): Radiology Services X

CHOC at Mission participates in several government programs, specifically Medi-Cal, Children's Medical
Services, and CHAMPUS. Medicare, Short-Doyle, County Indigent and the hospital does not participate in
prepaid programs. The hospital offers 24-hour on-premises coverage for a variety of critical services
including Emergency Services, Physician, Pharmacist, Operating Room, Laboratory Services, Radiology
Services, and Anesthesiologist services.
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Capacity and Patient Utilization

Statistics

Beds

Patient (Census) Days

Discharges

Daily Hospital Services

Licensed
(End of Period)

Available
(Average)

Staffed
(Average)

Adult

Pediatric

Service

Total

Medical/Surgical Intensive Care

Coronary Care

Pediatric Intensive Care

1,154

341

341

Neonatal Intensive Care

22

22

3,591

223

223

Psychiatric Intensive (Isolation) Care

Burn Care

Other Intensive Care

Definitive Observation

Medical/Surgical Acute

Pediatric Acute

24

24

5,301

1,114

1,114

Psychiatric Acute - Adult

Psychiatric Acute - Adolescent and Child

Obstetrics Acute

Alternate Birthing Center

Chemical Dependency Services

Physical Rehabilitation Care

Hospice - Inpatient Services

Other Acute Care

Sub-Acute Care

Sub-Acute Care - Pediatric

Skilled Nursing Care

Psychiatric Long-Term Care

Intermediate Care

Residential Care

Other Long-Term Care Services

Other Daily Hospital Services

TOTAL

54

54

28

10,046

1,678

1,678

Nursery Acute

CHOC at Mission has 54 licensed and available beds, with an average of 28 beds staffed. Over
the period, the Pediatric Intensive Care unit recorded 1,154 patient days and 341 discharges,
while the Neonatal Intensive Care unit reported 3,591 patient days and 223 discharges. The
Pediatric Acute care unit had 5,301 patient days and 1,114 discharges. Altogether, the hospital

saw a total of 10,046 patient days and 1,678 discharges across all units, with the Pediatric
Intensive Care unit having 8 licensed and staffed beds, the Neonatal Intensive Care unit 22

licensed and 10 staffed beds, and the Pediatric Acute care unit 24 licensed and 15 staffed beds.
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CHOC at Mission Services Inventory

Daily Hospital Services Code| Laboratory Services (Continued) |Code Clinic Services (Continued) Code
Intensive Care Services Microbiology 1 |Dental 2
Burn 2 [Necropsy 1 |Dermatology 2
Coronary 2 [Serology 1 |Diabetes 1
Medical 1 [Surgical Pathology 1 |Drug Abuse 3
Neonatal 1 Diagnostic Imaging Services Family Therapy 3
Neurosurgical 1 |Computed Tomography 1 |Group Therapy 3
Pediatric 1 |Cystoscopy 1 |Hypertension 3
Pulmonary 1 [Magnetic Resonance Imaging 1 |Metabolic 3
Surgical 1 [Positron Emission Tomography 1 |Neurology 3
Definitive Observation Care 3 |Ultrasonography 1 |Neonatal 1
Acute Care Services X-Ray - Radiology 1 |Obesity 3
Alternate Birthing Center (Licensed Beds) 3 Diagnostic/Therapeutic Services Obstetrics 3
Geriatric 3 |Audiology 2 |Ophthalmology 2
Medical 1 |Biofeedback Therapy 3 |Orthopedic 2
Neonatal 1 |Cardiac Catheterization 2 |Otolaryngology 2
Oncology 2 |Cobalt Therapy 3 [Pediatric 1
Orthopedic 1 |Diagnostic Radioisotope 3 [Pediatric Surgery 1
Pediatric 1 |Echocardiology 1 [Podiatry 2
Physical Rehabilitation 2 |[Electrocardiology 2 [Psychiatric 1
Post Partum 3 |Electroencephalography 1 |Renal 2
Surgical 1  |Electromyography 2 |Rheumatic 2
Transitional Inpatient Care (Acute Beds) 3 |Endoscopy 1 |Rural Health 3
Newborn Care Services Gastro-Intestinal Laboratory 2 |Surgery 3
Developmentally Disabled Nursery Care 2 |Hyperbaric Chamber Services 3
Newborn Nursery Care 2 |Lithotripsy 3
Premature Nursery Care 1 [Nuclear Medicine 2 Home Care Services
Hospice Care 3 |Occupational Therapy 1 |Home Health Aide Services 3
Inpatient Care Under Custody (Jail) 3 |Physical Therapy 1 |Home Nursing Care (Visiting Nurse) 3
Long-Term Care Peripheral Vascular Laboratory 2 |Home Physical Medicine Care 3
Behavioral Disorder Care 3 |Pulmonary Function Services 2 |Home Social Service Care 3
Developmentally Disabled Care 3 |Radiation Therapy 3 |Home Dialysis Training 3
Intermediate Care 3 |Radium Therapy 3 |Home Hospice Care 3
Residential/Self Care 3 |Radioactive Implants 3 |[Home L.V. Therapy Services 3
Self Care 3 |Recreational Therapy 1 |Jail Care 3
Skilled Nursing Care 3 |Respiratory Therapy Services 1 [Psychiatric Foster Home Care 3
Sub-Acute Care 3 |Speech-Language Pathology 2
Sub-Acute Care - Pediatric 3 |Sports Care Medicine 3
Transitional Inpatient Care (SNF Beds) 3 |Stress Testing 2
Chemical Dependency - Detox Therapeutic Radioisotope 3 Ambulatory Services
Alcohol 3 |X-Ray Radiology Therapy 1 |Adult Day Health Care Center 3
Drug 3 Ambulatory Surgery Services 3
Chemical Dependency - Rehab Comprehensive Outpatient Rehab Facility 3
Alcohol 3 Observation (Short Stay) Care 3
Drug 3 Satellite Ambulatory Surgery Center 3
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Daily Hospital Services (Continued) Code Psychiatric Services Code| Ambulatory Services (Continued) |Code
Psychiatric Services Clinic Psychologist Services 1 [Satellite Clinic Services 3
Psychiatric Acute - Adult 3 |Child Care Services 3
Psychiatric - Adolescent and Child 1 |Electroconvulsive Therapy (Shock) 3 Other Services
Psychiatric Intensive (Isolation) Care 3 [Milieu Therapy 3 |Diabetic Training Class 2
Psychiatric Long-Term Care 3 [Night Care 3 |Diabetic Counseling 2
Psychiatric Therapy 3 |Drug Reaction Information 1
Obstetric Services Psychopharmacological Therapy 3 |Family Planning 3
Abortion Services 3 |Sheltered Workshop 3 |Genetic Counseling 2
Combined Labor/Delivery Birthing Room 3 Renal Dialysis Medical Research 3
Delivery Room Services 3 [Hemodialysis 3 |Parent Training Class 1
Infertility Services 3 |Home Dialysis Support Services 3 |Patient Representative 1
Labor Room Services 3 |Peritoneal 3 |Public Health Class 3
Surgery Services Self-Dialysis Training 3 |Social Work Services 1
Dental 1 |Organ Acquisition 3 |Toxicology/Antidote Information 1
General 1 |Blood Bank 1 |Vocational Services 3
Gynecological 1 |[Extracorporeal Membrane Oxygenation 3
Heart 3 [Pharmacy 1 Medical Education Programs
Kidney 1 Approved Residency 3
Neurosurgical 1 Emergency Services Approved Fellowship 3
Open Heart 3 |[Emergency Communications Systems 1 [Non-Approved Residency 3
Ophthalmologic 1 |[Emergency Helicopter Service 2 |Associate Records Technician 3
Organ Transplant 3 |Emergency Observation Service 1 |Diagnostic Radiologic Technologist 3
Orthopedic 1 [Emergency Room Service 1 |Dietetic Intern Program 3
Otolaryngolic 1 [Heliport 2 |[Emergency Medical Technician 3
Pediatric 1 [Medical Transportation 1 [Hospital Administration Program 3
Plastic 1 |Mobile Cardiac Care Services 3 |Licensed Vocational Nurse 3
Podiatry 1 |Orthopedic Emergency Services 1 [Medical Technologist Program 3
Thoracic 1  [Psychiatric Emergency Services 1 [Medical Records Administrator 3
Urologic 1 [Radioisotope Decontamination Room 1 [Nurse Anesthetist 3
Anesthesia Services 1 |Trauma Treatment E.R. 1 |Nurse Practitioner 3
Nurse Midwife 3
Laboratory Services Clinic Services Occupational Therapist 3
Anatomical Pathology 1 |AIDS 3 |Pharmacy Intern 3
Chemistry 1 |Alcoholism 3 |Physicians Assistant 3
Clinical Pathology 1 |Allergy 3 |Physical Therapist 3
Cytogenetics 1 |Cardiology 3 |Registered Nurse 1
Cytology 1 |Chest Medical 3 |Respiratory Therapist 3
Hematology 1 |Child Diagnosis 3 |Social Worker Program 1
Histocompatibility 1 |Child Treatment 3
Immunology 1 |Communicable Disease 3
CODE:

1 - Service is available at the hospital.

2 - Service is available through arrangement at another health care entity.

3 - Service not available.

4 - Clinic services are commonly provided in the emergency suite to nonemergency outpatients by hospital-based physicians or residents.*

* Code 4 only used for Clinic Services.

29




Active Medical Staff Profile - MDs, DOs, Podiatrists and Dentists

Hospital Based

Non-Hospital Based

Clinical Specialty

Board
Certified

Board
Eligible

Other

Board
Certified

Board
Eligible

Other

Residents

Fellows

Aerospace Medicine

Allergy and Immunology

Anesthesiology

36

Cardiovascular Diseases

Child Psychiatry

Forensic Pathology

Gastroenterology

General/Family Practice

General Preventative Medicine

General Surgery

Internal Medicine

Neurological Surgery

Neurology

Nuclear Medicine

Obstetrics and Gynecology

Occupational Medicine

Oncology

Ophthalmology

Oral Surgery (Dentists Only)

Orthopedic Surgery

17

Otolaryngology

12

Pathology

Pediatric-Allergy

Pediatric-Cardiology

Pediatric-Surgery

Pediatric Medicine

56

Physical Medicine/Rehabilitation

Plastic and Reconstructive
Surgery

Podiatry

Psychiatry
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Hospital Based Non-Hospital Based
Board Board Board Board
Clinical Specialty Certified Eligible Other Certified Eligible Other Residents Fellows
Public Health
Pulmonary Disease
Radiology 24
Therapeutic Radiology
Thoracic Surgery
Urology 2
Vascular Surgery 2
Other Specialties 29 41
TOTAL 95 171

The clinical specialty of Anesthesiology has 36 board-certified hospital-based staff members,
pathology has 6, and Radiology has 24. The other specialties have a total of 29 board-certified
hospital-based staff members. Notable numbers include 56 non-hospital-based board-certified
pediatric medicine specialists, 17 orthopedic surgeons, and 12 otolaryngologists. The total
number of board-certified hospital-based staff is 95. The total number of non-hospital-based
staff, combining board-certified and board-eligible categories, is 171.
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Standard Units of Measures

Standard Unit Total Units Total Inpatient | Total Outpatient
Account Description of Measure of Service Units of Service | Units of Service
Ambulatory Services
Emergency Services Visits 14,863 840 14,023

Medical Transportation Services

Occasions of Service

Psychiatric Emergency Rooms Visits
Clinics Visits
Satellite Clinics Visits

Satellite Ambulatory Surgery Center

Operating Minutes

Outpatient Chemical Dependency

Services

Visits

Observation Care

Observation Hours

Partial Hospitalization - Psychiatric

Day-Night Care Days

Home Health Care Services Home Health Visits
Hospice - Outpatient Visits
Adult Day Health Care Visits
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Statement of Income for CHOC at Mission — Unrestricted Funds

Current Year Prior Year

Operating Revenues

Daily Hospital Services 144,711,909 120,902,166
Ambulatory Services 77,325,723 49,941,635
Ancillary Services 124,551,937 118,525,660
GROSS PATIENT REVENUE 346,589,569 289,369,461
DEDUCTIONS FROM REVENUE 235,936,388 206,966,712
CAPITATION PREMIUM REVENUE 0
NET PATIENT REVENUE 110,653,181 82,402,749
TOTAL OTHER OPERATING REVENUE 198,416 275,294
TOTAL OPERATING REVENUE 110,851,597 82,678,043
Operating Expenses

Daily Hospital Services 23,162,824 18,970,246
Ambulatory Services 9,843,188 8,275,477
Ancillary Services 13,654,275 12,498,034
Research Costs 0
Education Costs 0
General Services 10,981,185 10,395,941
Fiscal Services 2,776,597 2,404,433
Administrative Services 21,226,244 13,073,855
Unassigned Costs 2,236,094 2,204,464
Purchased Inpatient Services 0
Purchased Outpatient Services 0
TOTAL OPERATING EXPENSES 83,880,407 67,822,450
NET FROM OPERATIONS 26,971,190 14,855,593
NET NON-OPERATING REVENUE AND EXPENSE 534,557 87,243
NET INCOME BEFORE TAXES AND EXTRAORDINARY ITEMS 27,505,747 14,942,836
Provision for Income Taxes

Current 0
Deferred 0
NET INCOME BEFORE EXTRAORDINARY ITEMS 27,505,747 14,942,836
NET INCOME 27,505,747 14,942,836

In the current year, the operating revenues for Daily Hospital Services amounted to
$144,711,909, while Ambulatory Services generated $77,325,723 and Ancillary Services
brought in $124,551,937. This resulted in a Gross Patient Revenue of $346,589,569. After
accounting for deductions from revenue totaling $235,936,388, the Net Patient Revenue stood
at $110,653,181. Adding an additional $198,416 from other operating revenue, the Total
Operating Revenue reached $110,851,597. On the expense side, the costs for Daily Hospital
Services were $23,162,824, Ambulatory Services expenses were $9,843,188, and Ancillary
Services costs amounted to $13,654,275. Additional expenses included $10,981,185 for
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General Services, $2,776,597 for Fiscal Services, $21,226,244 for Administrative Services, and
$2,236,094 for Unassigned Costs, bringing the Total Operating Expenses to $83,880,407. After
these expenses, the Net from Operations was $26,971,190. Including Net Non-Operating
Revenue and Expenses of $534,557, the Net Income Before Taxes and Extraordinary Items
was $27,505,747. This also represents the Net Income for the year, amounting to $27,505,747.
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Annual Financial PIVOT Reports 2022

Capacity and Utilization

RADY CHILDREN'S HOSPITAL - SAN DIEGO

General Chem Dep &
Total Acute Psychiatric Long-term Care Other
Licensed Beds 505 438 24 43 0
Licensed Bed Occ. Rate 61.20% 60.47% 57.59% 70.75% 0.00%
Available Beds 436
Available Bed Occ. Rate 70.89%
Patient Days (excl. nursery) 112,815 96,666 5,045 11,104 0
Discharges (excl. nursery) 17,759 17,098 619 42 0
Average Length of Stay (est.) 6.35 5.65 8.15 264.38 0.00
CHILDREN'S HOSPITAL OF ORANGE COUNTY
General Chem Dep &
Total Acute Psychiatric Long-term Care Other
Licensed Beds 334 316 18 0 0
Licensed Bed Oce. Rate 57.08% 55.42% 86.15% 0.00% 0.00%
Available Beds 334
Available Bed Occ. Rate 57.08%
Patient Days (excl. nursery) 69,587 63.927 5.660 0 0
Discharges (excl. nursery) 11.852 11,070 782 0 0
Average Length of Stay (est.) 587 577 724 0.00 0.00
CHILDREN'S HOSPITAL AT MISSION
General Chem Dep &
Total Acute Psychiatric Long-term Care Other
Licensed Beds 54 54 0 0 0
Licensed Bed Oce. Rate 44.99% 44.99% 0.00% 0.00% 0.00%
Available Beds 54
Available Bed Occ. Rate 44.99%
Patient Days (excl. nursery) 8.867 8.867 0 0 0
Discharges (excl. nursery) 1.395 1.395 0 0 0
Average Length of Stay (est.) 6.36 6.36 0.00 0.00 0.00
COMBINED HOSPITALS
General Chem Dep &
Data by Type of Care Total Acute Psychiatric Long-term Care Other
Licensed Beds 893 808 42 43 0
Licensed Bed Oce. Rate 58.68% 57.46% 69.83% 70.75% 0.00%
Available Beds 824
Available Bed Occ. Rate 63.60%
Patient Days (excl. nursery) 191,269 169,460 10,705 11,104 0
Discharges (excl. nursery) 31,006 29,563 1401 0 0
Average Length of Stay (est.) 6.17 573 764 264.38 0.00
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Rady Children's Hospital - San Diego

In 2022, RCHSD had 505 licensed beds, with 438 for general acute care, 24 for psychiatric care,
and 43 for long-term care. The overall licensed bed occupancy rate was 61.20%, with 436
available beds occupied at 70.89%. The hospital recorded 112,815 inpatient days (excluding
nursery), 17,759 discharges, and an average length of stay of 6.35 days. For general acute care,
there were 96,666 patient days, 17,098 discharges, and a 5.65-day average stay. The psychiatric
unit reported 5,045 patient days, 619 discharges, and an 8.15-day average stay, while the long-
term care unit had 11,104 patient days, 42 discharges, and an average stay of 264.38 days.

Children's Hospital of Orange County (CHOC)

CHOC had 334 licensed beds, with 316 for general acute care and 18 for psychiatric care. The
overall licensed bed occupancy rate was 57.08%, with all 334 available beds occupied at the
same rate. CHOC recorded 69,587 inpatient days (excluding nursery), 11,852 discharges, and an
average length of stay of 5.87 days. For general acute care, CHOC had 63,927 patient days,
11,070 discharges, and a 5.77-day average stay. The psychiatric unit saw 5,660 patient days,
782 discharges, and an average stay of 7.24 days.

Children's Hospital at Mission (CHOC at Mission)

CHOC at Mission had 54 licensed beds, all for general acute care. The licensed and available bed
occupancy rates were both 44.99%. The hospital recorded 8,867 inpatient days (excluding
nursery), 1,395 discharges, and an average length of stay of 6.36 days, all for general acute care
patients.

Combined Hospitals

Across the three hospitals, there were 893 licensed beds: 808 for general acute care, 42 for
psychiatric care, and 43 for long-term care. The overall licensed bed occupancy rate was
58.68%, with 824 available beds occupied at 63.60%. The hospitals combined had 191,269
inpatient days (excluding nursery), 31,006 discharges, and an average length of stay of 6.17
days. For general acute care, there were 169,460 patient days, 29,563 discharges, and an
average stay of 5.73 days. Psychiatric units recorded 10,705 patient days, 1,401 discharges, and
an average stay of 7.64 days, while long-term care units had 11,104 patient days, 42 discharges,
and an average stay of 264.38 days.
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Income Statement

RCHSD CHOC MISSION COMBINED
TOTAL TOTAL TOTAL TOTAL
Gross Patient Revenue 3,379,930,955 3,373,874,810 289,369,461 7,043,175,226
- Deductions from Revenue 2,350,793,470 2,605,400,586 206,966,712 5,163,160,768
+ Capitation Premium Rev. 65,254,185 77,533,796 - 142,787,981
Net Patient Revenue 1,094,391,670 846,008,020 82,402,749 2,022,802,439
+ Other Operating Revenue 157,353,536 85,554,352 275,294 243,183,182
Total Operating Revenue 1,251,745,206 931,562,372 82,678,043 2,265,985,621
- Operating Expenses 1,045,717,106 809,837,725 67,822,450 1,923,377,281
Net from Operations 206,028,100 121,724,647 14,855,593 342,608,340
+ Non-Operating Revenue 217,702,927 3,978,572 87,243 221,768,742
- Non-Operating Expense 334,305,084 79,748,135 - 414,053,219
- Income Taxes - - - -
- Extraordinary Items - - - -
Net Income 89,425,943 45,955,084 14,942,836 150,323,863

RCHSD CHOC MISSION COMBINED
Per Adjusted Day Per Adjusted Day Per Adjusted Day Per Adjusted Day
Gross Patient Revenue 30,494 18,964 18,927 23,156
- Deductions from Revenue 23,548 13,189 13,538 16,975
+ Capitation Premium Rev. 701 366 - 469
Net Patient Revenue 7,646 6,140 5,390 6,650
+ Other Operating Revenue 773 883 18 800
Total Operating Revenue 8,420 7,023 5,408 7,450
- Operating Expenses 7,319 5,867 4,436 6,324
Net from Operations 1,100 1,156 972 1,126
+ Non-Operating Revenue 36 1,221 6 729
- Non-Operating Expense 721 1,876 - 1,361
- Income Taxes - - - -
- Extraordinary Items - - - -
Net Income 415 502 971 494
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Rady Children's Hospital

In 2022, RCHSD generated $3.38 billion in gross patient revenue. After $2.35 billion in
deductions and adding $65.25 million in capitation premiums, net patient revenue was $1.09
billion. With $157.35 million in other operating revenue, total operating revenue reached $1.25
billion. Operating expenses were $1.05 billion, resulting in a net income from operations of
$206 million. Non-operating activities led to an overall net income of $89.43 million. Per
adjusted patient day, gross patient revenue was $30,494, net patient revenue was $7,646, with
$8,420 in total operating revenue and $7,319 in operating expenses, leading to $1,100 in net
income from operations and $415 overall net income after non-operating items.

Children's Hospital of Orange County (CHOC)

CHOC reported $3.37 billion in gross patient revenue for 2022. After $2.61 billion in deductions
and $77.53 million in capitation premiums, net patient revenue was $846 million. With $85.55
million in other operating revenue, total operating revenue was $931.56 million. Operating
expenses of $809.84 million resulted in a net income from operations of $121.72 million. After
accounting for non-operating activities, CHOC's overall net income was $45.96 million. On a
per-adjusted patient day basis, gross patient revenue was $18,964, with $6,140 in net patient
revenue, $7,023 in total operating revenue, and $5,867 in operating expenses, resulting in
$1,156 in net income from operations and $502 in overall net income.

CHOC at Mission Hospital

CHOC at Mission Hospital reported $289.37 million in gross patient revenue for 2022. With
$206.97 million in deductions and no capitation premiums, net patient revenue was $82.40
million. Other operating revenue added $275,294, bringing total operating revenue to $82.68
million. Operating expenses were $67.82 million, leading to a net income from operations of
$14.86 million. Including non-operating revenue, overall net income was $14.94 million. Per
adjusted patient day, gross patient revenue was $18,927, with $5,390 in net patient revenue,
$5,408 in total operating revenue, and $4,436 in operating expenses, resulting in $972 in net
income from operations and $977 in overall net income.

Combined Hospitals

Across all three hospitals, gross patient revenue totaled $7.04 billion in 2022. After $5.16 billion
in deductions and $142.79 million in capitation premiums, net patient revenue was $2.02
billion. Other operating revenue brought total operating revenue to $2.27 billion. With $1.92
billion in operating expenses, net income from operations was $342.61 million. Non-operating
activities led to an overall combined net income of $150.32 million. Per adjusted patient day,
gross patient revenue was $23,156, with $6,650 in net patient revenue, $7,450 in total
operating revenue, and $6,324 in operating expenses, resulting in $1,126 in net income from
operations and $494 in overall net income including non-operating items.
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Financial Ratios

RCHSD CHOC MISSION COMBINED
Current Ratio 3.94 2.47 3.40 3.45
Days in Accounts Receivable 62.01 86.29 82.78 73.01
Long-Term Debt to Net PPE 127.64% 58.57% 213.28% 88.39%
Long-Term Debt to Equity 33.40% 57.65% 38.39% 39.84%
Equity to Total Assets 58.62% 45.92% 52.06% 54.57%
Net Return on Total Assets 2.74% 3.04% 24.30% 3.11%
Patient Revenue Margin 4.45% 4.28% 17.69% 4.92%
Operating Margin 16.46% 13.07% 17.97% 15.12%
Total Margin 7.14% 4.93% 18.07% 6.63%
Net Income Margin 6.09% 4.91% 18.05% 6.04%
Cost-to-Charge Ratio 26.28% 21.47% 23.34% 23.86%
Net PPE Per Licensed Bed 990,163 2,042,520 106,705 1,330,343
Charity-Other 2,684,604 51,169 27,358 2,521,443
Charity-Other + Bad Debt 6,184,297 7,873,429 1,657,740 16,056,538
Charity-Other + Bad Debt + CIP Cont. Adj. 10,784,156 7,873,429 1,657,740 20,231,500
Charity % of Operating Expenses 0.30% 0.01% 0.04% 0.15%
Charity + Bad Debt % Operating Expenses 0.70% 1.09% 2.45% 0.96%
Charity + Bad Debt + CIP Cont Adj % of Op. Exp. 1.21% 1.09% 2.45% 1.20%

Rady Children's Hospital

In 2022, RCHSD reported a current ratio of 3.94 with 62.01 days in accounts receivable. Their
long-term debt was 127.64% of net property, plant, and equipment (PPE), and 33.40% of
equity. Equity accounted for 58.62% of total assets. The hospital achieved a 2.74% net return
on total assets, a 4.45% patient revenue margin, and a 16.46% operating margin. Their total
margin was 7.14%, and the net income margin was 6.09%. The cost-to-charge ratio stood at
26.28%, with net PPE per licensed bed at $990,163. Charity care and other uncompensated care
amounted to $2,684,604, rising to $10,784,156 with bad debt and the California Indigent
Population Contribution Adjustment. Charity care represented 0.30% of operating expenses,
increasing to 1.21% when including all uncompensated care.

Children's Hospital of Orange County (CHOC)

In 2022, CHOC had a current ratio of 2.47 and 86.29 days in accounts receivable. Long-term
debt was 58.57% of net PPE and 57.65% of equity, with equity making up 45.92% of total
assets. The hospital achieved a 3.04% net return on total assets and a 4.28% patient revenue
margin. Their operating margin was 13.07%, with a total margin of 4.93% and a net income
margin of 4.91%. The cost-to-charge ratio was 21.47%, with net PPE per licensed bed at
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$2,042,520. Charity care and other uncompensated care totaled $51,169, increasing to
$7,873,429 with bad debt. Charity care alone was 0.01% of operating expenses, rising to 1.09%
when combined with bad debt.

CHOC at Mission Hospital

CHOC at Mission Hospital reported a 3.40 current ratio and 82.78 days in accounts receivable in
2022. Long-term debt was 213.28% of net PPE and 38.39% of equity, with equity making up
52.06% of total assets. The hospital achieved a 24.30% net return on total assets and a 17.69%
patient revenue margin. Their operating margin was 17.97%, with a total margin of 18.07% and
a net income margin of 18.05%. The cost-to-charge ratio was 23.34%, with net PPE per licensed
bed at $106,705. Charity care and other uncompensated care amounted to $27,358, increasing
to $1,657,740 with bad debt. Charity care was 0.04% of operating expenses, rising to 2.45%
with bad debt included.

Combined Hospitals

Across the three hospitals, the combined current ratio was 3.45, with 73.01 days in accounts
receivable. Long-term debt represented 88.39% of net PPE and 39.84% of equity, while equity
made up 54.57% of total assets. The net return on total assets was 3.11%, with a 4.92% patient
revenue margin. The operating margin was 15.12%, total margin was 6.63%, and net income
margin was 6.04%. The combined cost-to-charge ratio was 23.86%, with net PPE per licensed
bed at $1,330,343. Total charity care and other uncompensated care across the hospitals
reached $2,521,443, increasing to $20,231,500 with bad debt and the California adjustment.
Charity care alone was 0.15% of operating expenses, rising to 1.20% when all uncompensated
care was included.
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Deductions from Revenue

RCHSD 2022 CHOC 2022 MISSION COMBINED
Medicare Cont Adj-Trad 11,189,878 1,372,179 0 12,562,057
Medicare Cont Adj-Mng Care 0 0 0 0
Medi-Cal Cont Adj-Trad 724,682,644 702,685,118 14,332,642 1,360,647,613
Medi-Cal Cont Adj-Mng Care 586,782,413 1,129,390,502 77,324,322 1,874,550,028
DSH (SB 855) Funds Rec'd (13,772,397) (18,954,659) 0 (32,727,056)
Co Indigent Cont Adj 17,500,947 0 0 17,500,947
Other 3rd Cont Adj-Trad. 160,282,113 28,541,189 4,771,009 193,594,311
Other 3rd Cont Adj-Mng Care 807,130,272 715,263,086 103,277,333 1,625,670,691
Provision for Bad Debts 13,315,181 36,437,845 6,984,493 56,737,519
Charity-Hill-Burton 0 0 0 0
Charity-Other 10,214,034 238,356 117,201 10,569,591
Gifts & Subs. Indigent Care 0 0 0 0
All Other Deductions 33,468,385 10,426,970 159,712 44,055,067
Total Deductions from Rev. 2,350,793,470 2,605,400,586 206,966,712 5,163,160,768
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Capitation Premium Revenue

RCHSD CHOC MISSION COMBINED
Medicare 0 0 0 0
Medi-Cal 20,270,397 77,533,796 0 97,804,193
Co. Indigent Programs 0 0 0 0
Other Managed Care 44,983,788 0 0 44,983,788
Total Capitation Rev. 65,254,185 77,533,796 0 142,787,981

Rady Children's Hospital

In 2022, RHCSD reported no capitation premium revenue from Medicare plans. Their capitation
revenue from Medi-Cal plans was 20,270,397. RHCSD did not receive any capitation revenue
from county indigent programs but did receive 44,983,788 from other managed care plans.
Their total capitation premium revenue for the year was 65,254,185.

Children's Hospital of Orange County (CHOC)

CHOC did not report any capitation premium revenue from Medicare plans in 2022. However,
they received 77,533,796 in capitation revenue from Medi-Cal plans. Like RHCSD , CHOC had no
capitation revenue from county indigent programs or other managed care plans. Their total
capitation premium revenue was 77,533,796.

CHOC at Mission Hospital

CHOC at Mission Hospital reported no capitation premium revenue across all payor sources in
2022, including Medicare, Medi-Cal, county indigent programs, and other managed care plans.
Their total capitation premium revenue for the year was zero.

Combined Hospitals

Across the three hospitals, there was no capitation premium revenue from Medicare plansin
2022. The combined capitation revenue from Medi-Cal plans was 97,804,193, with no revenue
from county indigent programs. Other managed care capitation premium revenue totaled
44,983,788, all attributable to RCHSD. The total combined capitation premium revenue across
all hospitals was 142,787,981.
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Other Utilization Statistics

RCHSD CHOC MISSION COMBINED

ER Visits 147,467 101,878 12,906 262,251
Clinic Visits 105,164 73,401 0 178,310
Home Health Visits 4,576 0 0 4,576
Referred O/P Visits 111,996 7,299 4,236 123,531
I/P Surgeries 5,761 3,110 235 9,106
O/P Surgeries 11,934 8,529 195 20,658
Purchased I/P Days 0 0 0 0
Nursery Days 0 0 0 0
Nursery Discharges 0 0 0 0
Natural Births 0 0 0 0
Cesarean Sections 0 0 0 0

Rady Children's Hospital

In 2022, RCHSD reported 147,467 emergency room (ER) visits and 105,164 clinic visits. They had
4,576 home health visits and 111,996 referred outpatient visits. RCHSD performed 5,761
inpatient surgeries and 11,934 outpatient surgeries during the year. They did not report any
purchased inpatient days, nursery days, nursery discharges, natural births, or cesarean sections.

Children's Hospital of Orange County (CHOC)

CHOC reported 101,878 ER visits and 73,401 clinic visits in 2022. They did not have any home
health visits but did have 7,299 referred outpatient visits. CHOC performed 3,110 inpatient
surgeries and 8,529 outpatient surgeries. Like RCHSD, they had no purchased inpatient days,
nursery days, nursery discharges, natural births, or cesarean sections to report.

CHOC at Mission Hospital

For 2022, CHOC at Mission Hospital reported 12,906 ER visits, with no clinic visits or home
health visits. They had 4,236 referred outpatient visits. Mission performed 235 inpatient
surgeries and 195 outpatient surgeries during the year. They also did not report any purchased
inpatient days, nursery days, nursery discharges, natural births, or cesarean sections.

Combined Hospitals

Across all three hospitals in 2022, there were a combined 262,251 ER visits, 178,310 clinic visits,
and 4,576 home health visits. The total referred outpatient visits were 123,531. The hospitals
performed 9,106 inpatient surgeries and 20,658 outpatient surgeries. There were no reported
purchased inpatient days, nursery days, nursery discharges, natural births, or cesarean sections
across the combined hospitals.
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Financial and Utilization, By Payor: RCHSD

MEDICARE MEDI-CAL OTHER THIRD
Category TOTAL TRADITIONAL | MC | TRADITIONAL MC TRADITIONAL MC
Patient Days (excl.
nursery) 112,815 337 0 47,407 15,030 865 24,390
Discharges (excl.
nursery) 17,759 57 0 4,873 4,381 168 4,485
Average Length of
Stay (est.) 6.35 591 0 9.73 3.43 5.15 5.44
Outpatient Visits 376,602 558 0 66,720 184,046 1,994 52,744
Gross Inpatient
Revenue 2,139,370,307 8,182,478 0 944,221,671 219,887,044 25,637,523 749,130,011
Gross Outpatient
Revenue 1,240,560,648 4,605,579 0 235,167,146 410,186,234 11,664,439 449,273,259
Gross Patient
Revenue 3,379,930,955 12,788,057 0 1,179,388,817 630,073,278 37,301,962 1,198,403,270
- Deductions from
Rev 2,350,793,470 11,189,878 0 713,511,682 584,180,978 29,166,014 735,336,908
+ Capitation
Premium Rev 65,254,185 0 20,270,397 0
Net Patient Revenue | 1,094,391,670 1,598,179 0 465,877,135 66,162,697 8,135,948 463,066,362
Percent of Gross
Revenue 32.38% 12.50% 0 39.50% 10.50% 21.81% 38.64%
Expenses (est.) 888,363,570 3,361,147 0 309,984,456 165,605,201 8,007,763 257,266,085
Payment Shortfall 206,028,100 (1,762,968) 0 155,892,679 (99,442,504) 128,185 205,800,277
Adjusted Patient
Days 178,233 527 0 59,214 43,068 1,259 39,017
Gross I/P Rev Per
Day 18,964 24,280 0 19,917 14,630 21,112 20,950
Gross I/P Rev Per
Discharge 120,467 143,552 0 193,766 50,191 114,557 124,074
Gross O/P Rev Per
Visit 3,294 8,254 0 3,525 2,229 3,748 4,890
Net I/P Rev Per Day 6,140 3,034 0 7,868 1,536 4,890 8,284
Net I/P Rev Per
Discharge 39,006 17,940 0 76,541 5,270 26,532 49,064
Net O/P Rev Per
Visit 1,067 1,032 0 1,392 234 868 1,934

Rady Children's Hospital

In 2022, RCHSD recorded 112,815 inpatient days (excluding nursery) with 17,759 discharges,
averaging a 6.35-day stay. The hospital handled 376,602 outpatient visits. Gross inpatient
revenue was $2.14 billion and outpatient revenue was $1.24 billion, totaling $3.38 billion in
gross patient revenue. After $2.35 billion in deductions and adding $65.25 million in capitation
premiums, net patient revenue stood at $1.09 billion, or 32.38% of gross revenue. For Medicare
traditional patients, the hospital reported 337 inpatient days, 57 discharges, with gross
inpatient revenue per day at $24,280 and per discharge at $143,552. Net inpatient revenue was
$3,034 per day and $17,940 per discharge, with $1,032 in net outpatient revenue per visit.
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Medi-Cal traditional patients accounted for 47,407 inpatient days and 4,873 discharges,
generating $19,917 in gross inpatient revenue per day and $193,766 per discharge. Net
inpatient revenue was $7,868 per day and $76,541 per discharge, with $1,392 in net outpatient
revenue per visit. For Medi-Cal managed care, there were 15,030 inpatient days and 4,381
discharges. Gross inpatient revenue was $14,630 per day and $50,191 per discharge, while net
inpatient revenue was $1,536 per day and $5,270 per discharge. Net outpatient revenue was
$234 per visit.
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Financial and Utilization, By Payor: CHOC - 2022

MEDICARE MEDI-CAL OTHER THIRD
Category TOTAL TRADITIONAL | MC | TRADITIONAL MC TRADITIONAL MC
Patient Days (excl. nursery) 69,587 47 0 21,686 22,294 865 24,390
Discharges (excl. nursery) 11,852 7 0 2,915 4,196 168 4,485
Average Length of Stay (est.) 5.87 6.71 0 7.44 5.31 5.15 5.44
Outpatient Visits 184,534 122 0 21,629 105,642 1,994 52,744
Gross Inpatient Revenue 2,121,965,235 1,306,061 0 571,936,569 768,493,235 25,637,523 749,130,011
Gross Outpatient Revenue 1,251,909,575 308,767 0 149,498,979 635,599,482 11,664,439 449,273,259
Gross Patient Revenue 3,373,874,810 1,614,828 0 721,435,548 1,404,092,717 37,301,962 1,198,403,270
- Deductions from Rev 2,605,400,586 1,389,619 0 700,253,928 1,135,822,738 29,166,014 732,166,646
+ Capitation Premium Rev 77,533,796 0 77,533,796 -

Net Patient Revenue 846,008,020 225,209 0 21,181,620 345,803,775 8,135,948 466,236,624
Percent of Gross Revenue 25.08% 13.95% 0 2.94% 24.63% 21.81% 38.90%
Expenses (est.) 724,283,373 346,662 0 154,873,492 301,422,272 8,007,763 257,266,085
Payment Shortfall 121,724,647 (121,453) 0 (133,691,872) 44,381,503 128,185 208,970,539

Adjusted Patient Days 110,642 58 0 27,355 40,733 1,259 39,017
Gross I/P Rev Per Day 30,494 0 26,374 34,471 29,639 30,715
Gross I/P Rev Per Discharge 179,039 27,789 0 196,205 183,149 152,604 167,030
Gross O/P Rev Per Visit 6,784 186,580 0 6,912 6,017 5,850 8,518
Net I/P Rev Per Day 7,646 2,531 0 774 8,490 6,465 11,949
Net I/P Rev Per Discharge 44,894 3,875 0 5,761 45,106 33,285 64,983

Net O/P Rev Per Visit 1,701 26,021 0 203 1,482 1,276 3,314

In 2022, CHOC reported 69,587 inpatient days (excluding nursery) with 11,852 discharges,
averaging a 5.87-day stay. The hospital handled 184,534 outpatient visits. Gross inpatient

revenue was $2.12 billion and outpatient revenue was $1.25 billion, totaling $3.37 billion in

gross patient revenue. After $2.61 billion in deductions and adding $77.53 million in capitation
premiums, net patient revenue was $846 million, representing 25.08% of gross revenue. Medi-
Cal traditional patients also accounted for 21,686 inpatient days and 2,915 discharges,
generating $26,374 in gross inpatient revenue per day and $196,205 per discharge.
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Financial and Utilization, By Payor: CHOC at Mission

MEDICARE MEDI-CAL OTHER THIRD
Category TOTAL TRAD MC TRAD MC TRAD MC
Patient Days (excl. nursery) 8,867 0 0 753 2,940 196 4,910
Discharges (excl. nursery) 1,395 0 0 90 431 51 813
Average Length of Stay
(est.) 6.36 0 0 8.37 6.82 3.84 6.04
Outpatient Visits 16,717 0 0 502 6,117 446 9,347
Gross Inpatient Revenue 167,829,886 0 0 15,097,860 54,147,149 4,582,895 93,662,643
Gross Outpatient Revenue 121,539,575 0 0 2,556,424 38,881,043 2,891,932 75,307,234
Gross Patient Revenue 289,369,461 0 0 17,654,284 93,028,192 7,474,827 168,969,877
- Deductions from Rev 206,966,712 0 0 14,384,308 77,503,568 4,800,500 109,240,271
+ Capitation Premium Rev - 0 0 - -
Net Patient Revenue 82,402,749 0 0 3,269,976 15,524,624 2,674,327 59,729,606
Percent of Gross Revenue 28.48% 0 0 18.52% 16.69% 35.78% 35.35%
Expenses (est.) 67,547,156 0 0 4,121,018 21,715,456 1,744,840 39,442,430
Payment Shortfall 14,855,593 0 0 (851,042) (6,190,832) 929,487 20,287,176
Adjusted Patient Days 15,288 0 0 881 5,051 320 8,858
Gross I/P Rev Per Day 18,927 0 0 20,050 18,417 23,382 19,076
Gross I/P Rev Per Discharge 120,308 0 0 167,754 125,631 89,861 115,206
Gross O/P Rev Per Visit 7,270 0 0 5,092 6,356 6,484 8,057
Net I/P Rev Per Day 5,390 0 0 3,714 3,074 8,366 6,743
Net I/P Rev Per Discharge 34,260 0 0 31,072 20,965 32,150 40,725
Net O/P Rev Per Visit 2,070 - - 943 1,061 2,320 2,848

In 2022, CHOC at Mission Hospital reported 8,867 inpatient days (excluding nursery) with 1,395
discharges, averaging a 6.36-day stay, and handled 16,717 outpatient visits. Gross inpatient
revenue was $167.8 million and outpatient revenue was $121.5 million, totaling $289.4 million
in gross patient revenue. After $206.97 million in deductions, net patient revenue stood at
$82.4 million, or 28.48% of gross revenue. For Medi-Cal traditional patients, CHOC at Mission
Hospital had 753 inpatient days and 90 discharges, with gross inpatient revenue per day at
$20,050 and per discharge at $167,754. Net inpatient revenue was $3,714 per day and $31,072
per discharge, with $943 in net outpatient revenue per visit. Medi-Cal managed care patients
accounted for 2,940 inpatient days and 431 discharges, with gross inpatient revenue at $18,417
per day and $125,631 per discharge. Net inpatient revenue was $3,074 per day and $20,965 per
discharge, with $1,061 in net outpatient revenue per visit.
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