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PREFACE

Prepared for the Local Agency Formation Commission of Riverside County (LAFCO), this
report is a Municipal Service Review (MSR) and Sphere of Influence (SOI) Update for the
Desert, Palo Verde, and San Gorgonio Memorial Healthcare Districts.

CONTEXT

Riverside LAFCO is required to prepare this Service Review by the Cortese-Knox-
Hertzberg Local Government Reorganization Act of 2000 (CKH), (Government Code §56000,
et seq.), which took effect on January 1, 2001. The MSR examines services provided by public
agencies whose boundaries and governance are subject to LAFCO. Those agencies providing
healthcare services in Riverside County are the focus of this review. In order to provide
comprehensive information on service provision, other service providers—private
healthcare providers—are mentioned for context in this Service Review.

CREDITS

The authors extend their appreciation to those individuals at the agencies that provided
planning and financial information and documents used in this report. The contributors are
listed individually at the end of this report.

LAFCO staff provided project coordination and GIS support. This report was prepared
by Policy Consulting Associates, LLC, and was co-authored by Oxana Wolfson, Jennifer
Stephenson, and Jill Hetland. Oxana Wolfson served as project manager.
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1. EXECUTIVE SUMMARY

This report is a municipal service review report on healthcare services prepared for
Riverside LAFCO. A service review is a State-required comprehensive study of services
within a designated geographic area, in this case, the County of Riverside. The service review
requirement is codified in the CKH (Government Code Section 56000 et seq.).

The intent of this municipal service review is to conduct comprehensive Sphere of
Influence (SOI) updates for each of the subject healthcare districts. The proposed MSR and
SOI Update determinations, as well as SOl recommendation, are located at the end of each
district’s chapter in this report.

PROVIDERS

This report covers three healthcare districts—Desert Healthcare District, Palo Verde
Healthcare District, and San Gorgonio Memorial Healthcare District. These three districts
provide healthcare services and programs in varying structures and manners.

¢ Desert Healthcare District (DHD) owns and maintains a hospital facility and medical
clinics that are leased to providers. Revenues are used to issue grants for healthcare
programs.

% Palo Verde Healthcare District (PVHD) owns and directly operates a hospital facility.

¢ San Gorgonio Memorial Healthcare District (SGMHD) owns and maintains a hospital
facility and Behavioral Health Center and contracts for management and operations
of the facilities.

The location of the districts is shown in Figure 1-1.

GOVERNANCE AND ACCOUNTABILITY

The healthcare districts reviewed in the MSR meet Brown Act requirements including
noticing and posting of meetings and agendas, communication and outreach to residents,
and websites that provide links to meeting information, contacts, and documents including
financial reports.

There are extensive website requirements for healthcare districts as outlined in Senate
Bill 929, Assembly Bill 2257, and Assembly Bill 2019. The districts generally meet the
requirements outlined; however, it is recommended that they ensure compliance and
continue to practice diligence to ensure that all relevant and recent documents and reports
are up-to-date and readily available to the public on their websites.

All districts demonstrated accountability and transparency in their disclosure of
information and cooperation during the process of this MSR. The districts generally
responded in a timely manner to the questionnaires and cooperated with document
requests; however, follow up attempts with PVHD to gather remaining missing information
were unsuccessful.

EXECUTIVE SUMMARY 1
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PLANNING AND MANAGEMENT

Significant planning documents for many healthcare districts are the Community
Healthcare Needs Assessment (CHNA) and Community Healthcare Implementation Plan
(CHIP) that are required as part of the Affordable Care Act. Both DHD and SGMHD have
compiled or are in the process of compiling CHNA and CHIP reports. As an alternative, PVHD
has developed a strategic plan and annual strategic goals to guide future program and service
efforts.

GROWTH AND POPULATION PROJECTIONS

The districts vary greatly by size and degree of urbanization. DHD and SGMHD serve
expansive areas comprised of multiple cities with greater potential for growth and
development. PVHD serves a largely rural area. Future growth as projected by the Southern
California Association of Governments ranges from one percent in DHD and PVHD to 1.6
percent in SGMHD.

Figure 1-3:  District Populations and Growth Projections
. L EEEL Projected Projected
< Population Annual . .
District (2020) Growth Population Population

Rate (2030) (2045)
Desert Healthcare 445,721 1% 501,332 571,695
District
Palo Verde Healthcare 21,376 1% 24,785 30,049
District
San Gorgonio Memorial 105,556 1.6% 123,714 156,561
Healthcare District

FINANCING

Financing is frequently a significant challenge for healthcare districts in the State as they
struggle to compete with for-profit providers and dedicate high levels of funding to charity
care in an attempt to address the problem of the underserved population. The three districts
reviewed in this MSR are no exception. They all generally struggle with the uncertainty of
the existing funding sources, limited additional financing options, and high capital
improvement costs.

Despite these challenges, all three districts consistently operate with operational
surpluses and balanced budgets, and have positive net positions indicating stability with
ongoing operations. All the districts were determined to have sufficient cash on hand to
operate for several months or more, have low or no pension, retirement and OPEB
obligations, possess sufficient liquidity to pay liabilities as they become due, and have
healthy financial reserves.
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SPHERE OF INFLUENCE RECOMMENDATIONS

All three districts have SOls that are coterminous with their boundaries. DHD’s SOI was
last updated in 2018 when it conducted a large land expansion through special legislation of
the State legislature. The SOIs of PVHD and SGMHD were last updated in 2005 and confirmed
as coterminous at that time.

The following SOI update recommendations are made for the Commission’s
consideration for the districts resulting from the comprehensive review and analysis in this
report:

% DHD has undergone a recent SOI change and annexation that more than doubled the
District’s boundary area and its population. The District does not currently have
adequate capacity to accommodate or plan for additional growth. It is recommended
that the Commission maintain a coterminous SOI for DHD.

X/
°e

The communities of Desert Center, Eagle Mountain and Lake Tamarisk are currently
not included in any healthcare district and located between DHD and PVHD. Given
that the area around Desert Center is considered PVHD’s secondary service area,
DHD'’s lack of existing capacity to extend services further, and the distance from
Desert Center to the DHD’s hospital, it is recommended that PVHD'’s SOI be expanded
to include the territory between DHD and PVHD.

% At present, the cities of Calimesa and Beaumont are only partially included in
SGMHD’s boundary and SOI. One of LAFCO’s objectives is to eliminate illogical
boundaries and associated service inefficiencies, such as the areas in question. [t is
recommended that SGMHD’s SOI be expanded to include the entirety of the cities of
Calimesa and Beaumont and their SOIs in order to address the divided communities
of interest, lack of inclusion of some of the District’s patrons within its boundaries,
and illogical boundaries.
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2. BACKGROUND

This report is prepared pursuant to legislation enacted in 2000 that requires LAFCO to
conduct a comprehensive review of municipal service delivery and update the spheres of
influence (SOIs) of all agencies under LAFCO’s jurisdiction. This chapter provides an
overview of LAFCO’s powers and responsibilities. It discusses legal requirements for
preparation of the municipal services review (MSR), and describes the process for MSR
review, MSR approval and SOI updates.

LAFCO OVERVIEW

LAFCO regulates, through approval, denial, conditions and modification, boundary
changes proposed by public agencies or individuals. It also regulates the extension of public
services by cities and special districts outside their boundaries. LAFCO is empowered to
initiate updates to the SOIs and proposals involving the dissolution or consolidation of
special districts, mergers, establishment of subsidiary districts, and any reorganization
including such actions. Otherwise, LAFCO actions must originate as petitions or resolutions
from affected voters, landowners, cities or districts.

The composition of LAFCO Commissions varies from county to county. Riverside LAFCO
consists of members who represent all levels of local government. They include two County
supervisors selected by the Board of Supervisors, two city council representatives selected
by the City Selection Committee within Riverside County, two special district board members
selected by the Special District Selection Committee within Riverside County, and one public
member selected by the other members of the Commission. For each category of
commissioner represented (county, city, special district, and public) there is one
alternate. Alternate members may attend LAFCO meetings but only vote on items when a
regular member from their category is absent. Each Commission member serves a four-year
term.

MUNICIPAL SERVICES REVIEW LEGISLATION

The CKH requires LAFCO review and update SOIs not less than every five years and to
review municipal services before updating SOIs. The requirement for service reviews arises
from the identified need for a more coordinated and efficient public service structure to
support California’s anticipated growth. The service review provides LAFCO with a tool to
study existing and future public service conditions comprehensively and to evaluate
organizational options for accommodating growth, preventing urban sprawl, and ensuring
that critical services are provided efficiently.

Government Code §56430 requires LAFCO to conduct a review of municipal services
provided in the county by region, sub-region or other designated geographic area, as
appropriate, for the service or services to be reviewed, and prepare a written statement of
determination with respect to each of the following topics:

% Growth and population projections for the affected area;

% The location and characteristics of any disadvantaged unincorporated communities
within or contiguous to the SOI (effective July 1, 2012);
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X/
°e

Present and planned capacity of public facilities and adequacy of public services,
including infrastructure needs or deficiencies (including needs or deficiencies related
to sewers, municipal and industrial water, and structural fire protection in any
disadvantaged unincorporated communities within or contiguous to the SOI);

X/
°e

Financial ability of agencies to provide services;

X/
°e

Status of, and opportunities for shared facilities;

X/
°

Accountability for community service needs, including governmental structure and
operational efficiencies; and

X/
°e

Any other matter related to effective or efficient service delivery, as required by
commission policy.

MUNICIPAL SERVICES REVIEW PROCESS

The MSR process does not require LAFCO to initiate changes of organization based on
service review findings, only that LAFCO identify potential government structure options.
However, LAFCO, other local agencies, and the public may subsequently use the
determinations to analyze prospective changes of organization or reorganization or to
establish or amend SOIs. Within its legal authorization, LAFCO may act with respect to a
recommended change of organization or reorganization on its own initiative (e.g., certain
types of consolidations), or in response to a proposal (i.e., initiated by resolution or petition
by landowners or registered voters).

MSRs are exempt from California Environmental Quality Act (CEQA) pursuant to §15306
(information collection) of the CEQA Guidelines. LAFCO’s actions to adopt MSR
determinations are not considered “projects” subject to CEQA.

SPHERE OF INFLUENCE UPDATES

The Commission is charged with developing and updating the SOI for each city and
special district within the county.' SOIs must be updated every five years or as necessary. In
determining the SOI, LAFCO is required to complete an MSR and adopt the seven
determinations previously discussed.

An SOI is a LAFCO-approved plan that designates an agency’s probable future boundary
and service area. Spheres are planning tools used to provide guidance for individual
boundary change proposals and are intended to encourage efficient provision of organized
community services and prevent duplication of service delivery. Territory cannot be
annexed by LAFCO to a city or a district unless it is within that agency's sphere.

The purposes of the SOI include the following: to ensure the efficient provision of
services, discourage urban sprawl and premature conversion of agricultural and open space
lands, and prevent overlapping jurisdictions and duplication of services.

LAFCO cannot regulate land use, dictate internal operations or administration of any
local agency, or set rates. LAFCO is empowered to enact policies that indirectly affect land
use decisions. On a regional level, LAFCO promotes logical and orderly development of

! The initial statutory mandate, in 1971, imposed no deadline for completing sphere designations. When most LAFCOs failed
to act, 1984 legislation required all LAFCOs to establish spheres of influence by 1985.
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communities as it considers and decides individual proposals. LAFCO has a role in
reconciling differences between agency plans so that the most efficient urban service
arrangements are created for the benefit of current and future area residents and property
owners.

The Cortese-Knox-Hertzberg (CKH) Act requires LAFCOs to develop and determine the
SOI of each local governmental agency within the county and to review and update the SOI
every five years. LAFCOs are empowered to adopt, update and amend the SOI. They may do
so with or without an application and any interested person may submit an application
proposing an SOl amendment.

LAFCO may recommend government reorganizations to particular agencies in the
county, using the SOIs as the basis for those recommendations.

In addition, in adopting or amending an SOI, LAFCO must make the following
determinations:

% Present and planned land uses in the area, including agricultural and open-space
lands;

X/
°

Present and probable need for public facilities and services in the area;

X/
°

Present capacity of public facilities and adequacy of public service that the agency
provides or is authorized to provide;

X/
°e

Existence of any social or economic communities of interest in the area if the
Commission determines these are relevant to the agency; and

X/
°

Present and probable need for water, wastewater, and structural fire protection
facilities and services of any disadvantaged unincorporated communities within the
existing SOL.

By statute, LAFCO must notify affected agencies 21 days before holding the public hearing
to consider the SOI and may not update the SOI until after that hearing. The LAFCO Executive
Officer mustissue a report including recommendations on the SOl amendments and updates
under consideration at least five days before the public hearing.

DISADVANTAGED UNINCORPORATED COMMUNITIES

On October 7,2011, Governor Brown signed SB 244, which makes two principal changes
to the CKH. SB 244 requires LAFCOs to: (1) deny any application to annex to a city territory
that is contiguous to a disadvantaged unincorporated community (DUC) unless a second
application is submitted to annex the disadvantaged community as well; and (2) evaluate
disadvantaged unincorporated communities in a MSR upon the next update of a SOI after
June 30, 2012.

The intent of the statute is to encourage investment in disadvantaged unincorporated
communities that often lack basic infrastructure by mandating cities and LAFCOs to include
them in land use planning.

SB 244 defines a DUC as any area with 12 or more registered voters, or as determined by
commission policy, where the median household income is less than 80 percent of the
statewide annual median.
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SB 244 also requires LAFCOs to consider disadvantaged unincorporated communities
when developing spheres of influence. Upon the next update of a SOI on or after July 1, 2012,
SB 244 requires LAFCO to include in an MSR (in preparation of a SOl update): 1) The location
and characteristics of any disadvantaged unincorporated communities within or contiguous
to the sphere; and 2) The present and planned capacity of public facilities, adequacy of public
services and infrastructure needs or deficiencies including needs or deficiencies related to
sewers, municipal and industrial water, and structural fire protection in any DUC within or
contiguous to the SOL

In determining spheres of influence, SB 244 authorizes LAFCO to assess the feasibility of
a reorganization and consolidation of local agencies to further orderly development and
improve the efficiency and affordability of infrastructure and service delivery. LAFCOs
should revise their local policies to include the requirements imposed by SB 244 to ensure
they fulfill their obligations under this legislation.
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3. OVERVIEW

CALIFORNIA HEALTHCARE DISTRICTS

The Local Hospital District Law was originally enacted in 1945 (Division 23, Section
32000 et seq. of the Health and Safety Code, now referenced as the “Local Health Care District
Law”). The law enabled local communities to establish special districts and utilize public
financing options for construction and operation of local community hospitals and
healthcare institutions in rural, low income areas without access to acute-care hospital
facilities, and to recruit physicians for medically unserved areas. Formed by voter approval,
local hospital districts were empowered to impose property taxes, enter into contracts,
purchase property, exercise the power of eminent domain, issue debt, and hire staff.

Following the establishment of local hospital districts in the 1940’s and 1950’s, many of
the previously rural service areas have grown into highly populated urban and suburban
communities. The current residents of these urbanized communities may now have multiple
options for local and regional health care facilities and health care service opportunities from
both private and public providers.

During the 1970s and 1980s, the nonprofit health care market dramatically changed with
the advent of Health Maintenance Organizations (HMO), which introduced managed care
and created large health systems comprised of network-affiliated hospitals, physician
groups, and medical service providers that pool resources and direct patients to preferred
facilities and groups. The conglomeration of health care providers and incentivized patient
referrals within affiliated health system networks placed independent fee-for-service
hospitals at a competitive disadvantage for attracting patients.

In response to the competitive market environment, the focus of hospital districts
expanded from primarily owning and operating local acute-care hospital facilities to also
supporting community healthcare and healthcare-related programs and services within
their service areas. In 1994, the State Legislature broadened the scope of hospital districts
and renamed the statute to its current reference, "The Local Health Care District Law." This
action redesignated hospital districts to healthcare districts to better reflect the diverse
healthcare services provided in addition to operation of local hospital facilities.

The 1994 legislative update also expanded the definition of healthcare facilities as
improvements in technology have allowed many medical procedures and services that
previously required acute-care facilities and services to be handled on an out-patient basis.
Authorized services granted to healthcare districts under current law includes, but is not
limited to:

¢ Operating healthcare facilities such as hospitals, clinics, skilled nursing facilities,
adult day health centers, nurses’ training school, and childcare facilities.

% Operating ambulance services within and outside of the district.

% Operating programs that provide chemical dependency services, health education,
wellness and prevention, rehabilitation, and aftercare.

¢ Carrying out activities through corporations, joint ventures, or partnerships.
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% Establishing or participating in managed care.
% Contracting with and making grants to provider groups and clinics in the community.

% Other activities that are necessary for the maintenance of good physical and mental
health in communities served by the district.

The move towards managed care and large healthcare systems with preferred providers
created significant financial sustainability problems for many stand-alone healthcare district
hospitals in the State.

While many healthcare districts receive a portion of local property taxes, the enactment
of Proposition 13 in 1978 resulted in restricted access to property tax revenues for local
public agencies, including healthcare district. Healthcare districts can utilize bonded debt
financing to fund capital projects such as hospital construction. Issuance of General
Obligation bonds requires approval by two-thirds of the local electorate, and revenue bonds
are backed by user fees. Healthcare districts may also issue promissory notes and receive
loans from state and federal governments.

Healthcare districts have generally evolved to meet the changing healthcare market
demands; however, many have been dissolved and only about half of the ones remaining still
operate hospitals.

To retain their local acute-care hospital facilities and services, many healthcare districts
have created nonprofit corporations to transfer or sell their local hospital facilities and/or
contract their hospital facility operations with for-profit or nonprofit health systems. The
divestitures of district hospital facilities and/or operations are allowed under current law,
and approval by local voters is required when certain thresholds of district assets are
proposed for transfer or sale.

Federal

The U.S. Department of Health and Human Services (HHS) is the U.S. federal
government’s principal healthcare agency. The Centers for Medicare and Medicaid Services
(CMS), a component of HHS, administers Medicare, Medicaid, the State Children's Health
Insurance Program (SCHIP), and most aspects of the Patient Protection and Affordable Care
Act (PPACA) of 2010. Medicare and Medicaid together provide healthcare insurance for one
in four Americans.

Medicare is a national social insurance program, administered by the U.S. federal
government since 1966. Medicare is the nation’s largest health insurer, handling more than
one billion claims per year. Medicare uses approximately 30 private insurance companies
across the United States to provide health insurance for Americans aged 65 and older who
have worked and paid into the system. Medicare also provides health insurance to younger
people with disabilities, end stage renal disease and amyotrophic lateral sclerosis (ALS).

The Social Security Administration is responsible for determining Medicare eligibility
and for determining eligibility for and payment of Extra Help/Low Income Subsidy
payments. Reimbursement to healthcare providers averages approximately 48 percent of
the charges for the patients enrolled in Medicare. The remaining approved healthcare
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charges are the responsibility of the Medicare patient and are generally covered with
supplemental insurance or with another form of out-of-pocket coverage.

Medicaid is a social health care program for U.S. families and individuals with low income
and limited resources. Medicaid recipients must be U.S. citizens or legal permanent
residents, and may include low-income adults, their children, and people with certain
disabilities. Medicaid is jointly funded by the state and federal governments and is the largest
source of funding for medical and health-related services for people with low income in the
United States. Medicaid is a means-tested program managed by the states, with each state
currently having broad discretion to determine eligibility and for implementation of the
program. All states currently participate in the program but are not required to do so.

The Patient Protection and Affordable Care Act (PPACA), known as the Affordable Care
Act (ACA), is a United States federal statute signed into law by President Barack Obama on
March 23, 2010. The ACA is regarded as the most significant regulatory overhaul of the U.S.
healthcare system since the passage of Medicare and Medicaid in 1965. Enactment of the
ACA was intended to increase the quality and affordability of health insurance, lower the
uninsured rate by expanding public and private insurance coverage, and reduce the costs of
healthcare for individuals and the government.

The ACA requires healthcare insurance companies to cover all applicants within new
minimum standards and offer the same rates regardless of pre-existing conditions or sex.
The ACA introduced mechanisms like subsidies, and insurance exchanges, and restructured
Medicare reimbursements.

The ACA expanded both eligibility for and federal funding of Medicaid by qualifying all
U.S. citizens and legal residents with income up to 133 percent of the poverty line, including
adults without dependent children; however, some states have declined the expansion and
continue their previously existing Medicaid eligibility requirements and funding levels.

State

The California Health and Human Services Agency (CHHS) is the state agency responsible
for administration and oversight of "state and federal programs for healthcare, social
services, public assistance and rehabilitation" in California. CHHS oversees 11 departments
and boards, and four offices that provide a wide range of healthcare services, social services,
mental health services, alcohol and drug treatment services, public health services, income
assistance, and services to people with disabilities.

The California Department of Health Care Services (DHCS) is department within the
CHHS that finances and administers a number of individual healthcare service delivery
programs, including Medi-Cal, which provides healthcare services to people with low
incomes.

The California Medical Assistance Program (Medi-Cal) is the name of the California
implementation of the federal Medicaid program that serves low-income families, seniors,
persons with disabilities, children in foster care, pregnant women, and certain low-income
adults. Approximately 30 percent of California’s population is enrolled in Medi-Cal. Medi-Cal
is jointly administered by the California DHCS and the federal CMS, with many services
implemented at the local level by the counties of California.
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Covered California is the health insurance marketplace in California, the state's
implementation of the American Health Benefit Exchange provisions of the PPACA.
Beginning in 2014, those with family incomes up to 138 percent of the federal poverty level
became eligible for Medi-Cal, and individuals with higher incomes and some small
businesses may choose a plan in Covered California with potential federal subsidies.

The California Office of Statewide Health Planning & Development (OSHPD) was created
in 1978 to review and report on the structure and function of healthcare delivery systems in
California. OSHPD collects and disseminates healthcare data and information about
California's healthcare infrastructure, monitors the construction, renovation, and seismic
safety of hospitals and skilled nursing facilities, and provides loan insurance to not-for-profit
healthcare facilities.

The Alfred E. Alquist Seismic Safety Act of 1983 (California Health and Safety Code
Section 129675 et. seq.) provides a seismic safety building standards program under
OSHPD's jurisdiction for hospitals built on or after March 7, 1973. The Act was originally
established in response to the loss of life from the collapse of hospitals during the Sylmar
earthquake of 1971. Following the Northridge earthquake in 1994, Senate Bill (SB) 1953 was
enacted which amended the Alquist Act to require that all licensed acute-care hospitals in
California be capable of remaining operational after a seismic event or other natural disaster
with an initial compliance deadline of 2013.

SB 1953 required OSHPD to develop seismic performance categories for evaluating both
the seismic resistance of the hospital structures as well as the adequate anchorage and
bracing of non-structural features such as electrical, mechanical, plumbing and fire safety
systems for their continued use following a disaster event. Hospitals are required to prepare
both a comprehensive evaluation report and compliance plan to attain the specified
structural and nonstructural performance categories.

Subsequent changes to the legislation have established a final compliance deadline of
2030, by which any licensed acute-care hospital facilities not in compliance with seismic
safety standards must be replaced or cease acute-acre operations.

Private Health Care Providers in the state are licensed and regulated by the California
Department of Managed Health Care (DMHC). The DMHC oversees full-service health plans,
including all California HMOs, as well as specialized plans such as dental and vision. Health
plans are required to apply for and maintain a license from the DMHC to operate as a health
plan in California. The DMHC reviews all aspects of the plan’s operations to ensure
compliance with California law. This includes, but is not limited to, Evidences of Coverage,
contracts with doctors and hospitals, provider networks, and complaint and grievance
systems. Overall, the DMHC regulates more than 90 percent of the commercial healthcare
marketplace in California.

County

The County of Riverside Department of Public Social Services (DPSS) is responsible for
providing a broad range of health and social services in Riverside County. The DPSS includes
seven primary program areas, which cover the various aspects of health and social services
including adult services, children’s services, self-sufficiency, in-home supportive services,
continuum of care, family resources, and community outreach. Services are provided
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through five departments: Administration, Adult Services, Children’s Services, Self-
Sufficiency and Public Authority.

The Riverside DPSS is responsible for providing county-administered health and social
programs related to welfare in California, such as Medi-Cal, CalFresh (food stamps),
CalWORKs, and the Low-Income Health Program (ACA).

SETTING

The study area of this Municipal Service Review (MSR) covers four healthcare districts in
Riverside County that include Desert Healthcare District (DHD), Palo Verde Healthcare
District (PVHD), San Gorgonio Memorial Healthcare District (SGMHD), and Valley Health
System Healthcare District (VHSHD).

VHSHD is an inactive district and does not currently provide any services. The District
covers vast 882 square mile territory in the greater San Jacinto and Menifee Valley areas and
includes the cities of Hemet and San Jacinto. VHSHD was formed in 1946 to provide
healthcare services to an existing 18-bed hospital, at that time, in the City of Hemet but after
providing services for many decades filed for Chapter 9 bankruptcy protection in 2007.
VHSHD had completed sale of all its assets by the end of 2010 and terminated all of its
employees. Riverside LAFCO approved the adoption of a “zero” sphere of influence (SOI)
designation in 2019 and the district dissolution on June 25, 2020.

The three other healthcare districts in Riverside County remain operational and continue
to serve their respective communities. DHD, PVHD, and SGMHD were formed in 1948, 1948,
and 1947, respectively, bringing these underserved areas located away from urban centers
vital and convenient healthcare options.

The DHD service area represents the largest service area of all three districts. The 2018
boundary expansion more than doubled the geographic and demographic size of the District
to include almost the entirety of the Coachella Valley region. Population within DHD
fluctuates seasonally due to tourism and second homes in this resort area and represents the
largest served population among the three active healthcare districts. DHD’s western
boundary is adjacent to that of San Gorgonio Memorial District, which claims the western
portions of the cities of Palm Springs and Desert Hot Springs in its boundaries and SOI. The
eastern boundary of DHD stretches to include the unincorporated community of Chiriaco
Summit as well as portions of Joshua Tree National Park and the Salton Sea. The District is
bound by the San Bernardino county border in the north and the San Diego and Imperial
county lines in the south.

PVHD is located to the east of DHD; however, the two districts do not share a boundary.
The stretch of land between PVHD and DHD includes the unincorporated communities of
Desert Center, Eagle Mountain and Lake Tamarisk, just about 20 miles east of DHD’s eastern
boundary and uninhabited areas characterized by rough terrains including Eagle Mountains,
Chuckwalla Valley and Chuckwalla Mountains. The PVHD’s boundaries generally include the
City of Blythe and surrounding unincorporated communities. The District covers the entirety
of Riverside County land in the north, east and south; its western border is marked by the
Blythe’s western boundary. Although the unincorporated communities of Desert Center,
Eagle Mountain and Lake Tamarisk that are not located in any healthcare district are
generally closer to DHD’s eastern boundary, PVHD considers these areas its secondary
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service area, presumably because the Palo Verde Hospital is much closer to these
communities than the Desert Regional Medical Center owned by DHD.

In comparison to DHD and PVHD, SGMHD’s boundaries cover the smallest area. However,
because the territory within the District is largely urban (particularly in its western portions)
served population is disproportionately large, especially compared to mostly rural PVHD.
The SGMHD’s boundary area generally stretches to include most of the cities of Beaumont
and Calimesa in the west and small portions of the cities of Palm Springs and Desert Hot
Springs in the east. The eastern portion of the District between the cities of Banning and Palm
Springs is largely unincorporated with a more rural character and lower population density.
SGMHD also provides services to the secondary service area outside of its boundaries that
include the cities of San Jacinto and Hemet, previously served by Valley Health System
Healthcare District.

The rest of Riverside County to the west of SGMHD is not included in the boundaries of
any healthcare district.

The spheres of influence for all three reviewed districts are currently coterminous, which
means they are the same as their respective boundaries.

SERVICES

Each healthcare district reviewed in this MSR offers an array of services, whether they be
medical care, preventive programs or providing funding for healthcare programs and
services.

Although DHD owns the Desert Regional Medical Center (DRMC), the District does not
operate the hospital directly and has a lease for the facility with Tenet Health Systems, Inc.
DHD'’s direct services include providing grant funding for community health initiatives
within its boundary area. The District supports a variety of health-related programs,
through financial assistance to nonprofit entities and public agencies. DHD has taken a
leadership role in the collective efforts in the areas of access to healthcare, medically
underserved populations, shortage of healthcare workers, health disparities, homelessness,
behavioral health, socioeconomic determinants of health, and public health issues.

Despite not being the direct hospital service provider, the Desert Healthcare District
Board of Directors retains significant oversight responsibilities over the Desert Regional
Medical Center. This medical facility is a 385-bed hospital that provides comprehensive
medical care covering a number of serious medical conditions that include but are not
limited to advanced brain and spinal injuries, stroke, cancer, heart disorders and others in
its inpatient and outpatient departments that are fully equipped with state-of-the-art
medical technology.

SGMHD, similar to DHD, is not a direct hospital service provider. The District does,
however, own a hospital, which is managed by the SGMH Corporation under contract. The
District itself works hand in hand with its foundation to help provide funding through grants,
donations, and fundraising for hospital related services. From orthopedic care and
obstetrics, to emergency services, cardiac rehabilitation, and behavioral health, San
Gorgonio Memorial Hospital (SGMH) offers comprehensive medical care and related health
and wellness programs. While some of these services take place at the hospital itself, there
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is also a Women’s Center on the hospital’s campus, and the San Gorgonio Memorial Medical
Clinic located in the city of Banning.

Currently a small facility of 79 hospital beds, SGMH is undergoing continuous expansion.
Upon completion, renovations will ultimately add more bed capacity and functional space
for a variety of needs.

Unlike DHD and SGMHD, Palo Verde Healthcare District provides hospital services
directly. PVHD owns and operates a small facility of 51 hospital beds. The hospital offers a
full range of services from maternity to end of life palliative and/or hospice care. A variety
of low or no-cost services are also provided to the community such as medical and wellness
education programs, medical screenings, and support groups.

In comparison to the other two districts however, Palo Verde Hospital (PVH) serves a
relatively small population throughout a largely rural community, which is reflected in more
limited service offerings. For instance, the hospital does not perform invasive, interventional
cardiac or surgical procedures, and pediatric patients or newborns in need of intensive care
services are transferred from the hospital’s emergency department to other facilities capable
of fulfilling those needs.

KEY FINDINGS

Overall, this MSR has found that all three districts reviewed offer valuable and needed
services in Riverside County through providing and/or financing a range of hospital, clinic
and other healthcare related services in their respective communities.

However, despite their very different roles and locations, all three districts face similar
challenges related to underserved residents as reflected by extensive medically underserved
areas (MUAs) and Primary Care Health Care Professional Shortage Areas (HPSA) in all three
districts and racial and ethnic disparities in health outcomes and in access to healthcare
services.> The chronic disease and behavioral health burden in Riverside County is
significant, there are not enough nurses and physicians, and a high percentage of the
population is uninsured.

There are concerns that if the Affordable Care Act (ACA) is repealed the situation will be
dramatically exacerbated as high ratios of people in the reviewed healthcare districts
currently rely on the ACA for their health coverage. The loss of coverage for a significant
fraction of the population would in turn place additional financial burden on the districts
that are already financially challenged.

Overall, medical care in Riverside County appears to be comparable to the rest of the
state based on Prevention Quality Indicators (PQIs). Figure 3-1 shows that Riverside
County’s PQI rates do not largely differ from statewide rates. When a person receives early
and proper treatment for specific medical conditions, disease complications may be reduced
or eliminated, disease progression may be slowed, and hospitalization may be prevented.

2 Riverside County recognizes higher rates of diabetes in African Americans (11 percent) and Hispanics (10 percent), than
whites (7 percent). Hispanics experience a higher rate of teen pregnancy than whites. 89 percent of whites have health
insurance coverage, compared with 75 percent of Hispanics.
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For uncontrolled diabetes and asthma in young adults, the Riverside County rates are lower
than statewide rates by a larger margin than all other indicators, suggesting that residents
in the County have better access to outpatient care for these diseases compared to statewide.
The short-term diabetes complications and community acquired pneumonia rates in
Riverside County, on the other hand, were higher than statewide rates by a large margin.
Riverside County Department of Public Health (DPH) reports that Riverside County
residents generally struggle with such health issues as diabetes, COPD and heart disease.

Figure 3-1:  Risk Adjusted Rates per 1,000 Population

Diabetes Diabetes COPD or Asthma Community- Urinary
Short-term Long-Term in Older Adults Heart Acquired Tract

Year Region Complications Complications (Ages 40+) Hypertension Failure  Pneumonia Infection
Statewide 384 90.6 299.1 405 3304 1084 1013
2017  Riverside 419 89.5 286 37.7 2925 115.1 104
Difference with statewide 9% -1% -4% -7% -11% 6% 3%
Statewide 58.1 88.4 229 415 3354 107 93.3
2018 Riverside 674 92.9 2083 41.2 309.5 125.1 989
Difference with statewide 16% 5% -9% -1% -8% 17% 6%

Lower-Extremity

Asthma in Amputations
Uncontrolled Young Adults Among Patients Overall Acute Chronic  Diabetes

Year Region Diabetes (Ages 18-39)  with Diabetes Composite  Composite Composite Composite

Statewide 319 195 24.7 947.1 209.7 7363 1725
2017  Riverside 26 16.5 23.1 905.6 219.6 683.6 168.2

Difference with statewide -18% -15% -6% -4% 5% -7% -2%

Statewide 303 185 25.9 919.6 2003 7183 189.8
2018  Riverside 26.1 157 258 916 224.2 689.7 196.8

Difference with statewide -14% -15% 0% 0% 12% -4% 4%

Source: The Office of Statewide Health Planning and Development (OSHPD)

As was mentioned in the California Healthcare Districts section, financing is frequently a
significant challenge for healthcare districts in the state as they struggle to compete with for-
profit providers and dedicate high level of funding to charity care in an attempt to address
the problem of underserved population. The three districts reviewed in this MSR are no
exception. They all generally struggle with the uncertainty of the existing funding sources,
limited additional financing options and high capital improvement costs.

Despite these challenges, all three districts consistently operate with operational
surpluses and balanced budgets, and have positive net positions indicating stability with
ongoing operations. Figure 3-2 depicts the comparison of the three districts in regard to
several financial indicators. Although the information for PVHD was not available for FY 18-
193 the data available for FY 17-18 nevertheless allows for general conclusions regarding the
District’s financial health. As can be seen in Figure 3-2, all the districts have sufficient cash
on hand to operate for several months or more, have low or no pension, retirement and OPEB
obligations, and possess sufficient liquidity to pay liabilities as they become due. DHD and
SGMHD additionally have healthy financial reserves.

3 PVHD conducts biennial audits. The next audit will be performed for both, FYs 18-19 and 19-20.
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Figure 3-2:  Healthcare District Financial Health

Category DHD (FY 18-19) PVHD (FY 17-18) SGHD (FY 18-19)
Balanced Budget (Net Operating Revenue) $ 2,121,249 $ 1,323,494 $ 6,951,059
Operating Ratio (op rev/exp incl debt&deprec) 0.5 1.1 1.1
Unrestricted Net Position/Operating Revenues 521% 30% 55%
Net Position $ 55,207,356 $ 7,154,718 $ 7,313,647
Current Ratio (Short-term Liquidity) 3.3 2.8 4.6
Months Cash on Hand (current cash assets/expenses
incl debt) 24 10 6
Change in Net Depreciable Capital Assets (FY 18-FY 19) -5% -18% -5%
Total Reserves (% of op. expend) 942% NP 50%
Pension and Retirement Liabilities as % of Revenues 6% 0.4% 0%
OPEB Liability Payments as % ofrevenue 0.2% 0% 0%
Notes: NP = Not Provided

Besides San Gorgonio Memorial Healthcare District, the other two districts have very low
or no long-term debt. However, SGMHD took on significant amount of debt to finance the
legally required capital improvement requirements, which DHD and PVHD would also need
to address. These infrastructure upgrades would also potentially offset the depreciation of
capital assets which is depicted in Figure 3-2.

OSHPD has developed a Structural Performance Category (SPC 1-5) rating for hospitals
that indicates the building’s compliance with seismic safety standards and a Non- Structural
Performance Category (NPC 1-5) rating that indicates the hospital facility’s equipment and
systems conformance with seismic standards for adequate anchorage and bracing of non-
structural features such as electrical, mechanical, plumbing and fire safety systems for their
continued use following a disaster event. State law allows general acute care hospitals until
2030 to achieve seismic compliance.

Both DHD and PVHD require significant upgrades to achieve compliance with SPC and
NPC requirements. The districts are yet to develop plans as to what capital improvements
are required and potential sources of funding to finance them.

All three r