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Friday, August 15, 2008

State budget woes hurt many vendors, senior services

Sacramento Business Journal - by Melanie Turner Staff writer

	


The tardy state budget prompted the owner of an East Sacramento adult day health care center to take out loans in excess of $100,000 to keep his business afloat and dozens of injured, disabled and elderly patients out of emergency rooms.

At Robertson Adult Day Health Care, 90 percent of patients rely on Medi-Cal, a state-federal program that provides insurance to low-income and disabled people. These days, that puts the company in a tight spot.

The state Legislature, in the face of a $15.2 billion budget deficit, passed a law that reduced Medi-Cal reimbursement to health care providers by 10 percent, effective July 1. The cuts are being challenged in a lawsuit brought by the California Hospital Association.

But health care and senior-services providers aren’t the only ones feeling the pinch.

The state controller is prevented from paying most vendors for goods and services provided after July 1 when no budget is in place. The state does about $9 billion in business a year with thousands of outside vendors, said the Department of General Services. If vendor payments stay on hold throughout August, it would delay about $512 million in vendor checks.

“When the state decides to cut and postpone funding, it really puts a financial crunch on us,” said Jim MacDonald, a physical therapist who owns Robertson.

MacDonald hopes the loans will get the company over the hump during California’s budget stalemate. But Robertson is “rapidly blowing through” the $100,000, he said. It costs the center about $20,000 a week just to stay open.

MacDonald said he’s not sure the money will last if the state doesn’t get a budget in place by at least Sept. 9.

“It’s frustrating because we’re operating in such a way that we should be profitable,” MacDonald said.

California’s elected leaders have failed to adopt a budget by the start of the fiscal year in 17 of the past 20 years.

Given what’s become an almost annual budget impasse ritual, some businesses have learned to diversify to avoid the inevitable pain.

“I’m not getting paid for any Parks and Rec stuff that I do, however, I don’t put all my eggs in one basket,” said Bud Olafsson, owner of Floppy’s Digital Copies & Printing in Sacramento.

Olafsson said he has two outstanding invoices since July 1, and he’s not worried because Floppy’s does only about 5 percent of its business with the state. He’s counting on getting paid, along with a late payment penalty.

“I can definitely survive the crunch in the meantime,” he said.

State contracts also represent about 5 percent of Sutter Printing’s revenue.

“We always do get paid, eventually,” accounting supervisor Kathy Adams said. “Usually they’re quite prompt.”

In the health care industry, meanwhile, not only were Medi-Cal reimbursements cut by 10 percent, but institutional providers got their final payments this week, said Lydia Missaelides, executive director of the California Association of Adult Day Services.

A law adopted a decade ago allows the state, when a budget is not in place, to borrow up to $2 billion internally to continue to pay institutional health care providers, such as hospitals and nursing homes, Missaelides said. Last year, the loan fund lasted through the third week of July. This year, it ran out this week, she said.

On top of that, smaller health care providers are having difficulty obtaining sufficient lines of credit or bank loans to help them get by, she said. Those that can’t “will have trouble making payroll if this budget isn’t resolved fairly soon,” Missaelides said.

It’s been significantly more difficult this summer than last for smaller companies that are still in debt from last year’s budget crunch, she said.

Leonard Mar, pharmacist in charge at Valley Pharmacy on Hospital Drive, said in recent weeks the longtime Sacramento company filed for Chapter 11 bankruptcy protection. The neighborhood pharmacy already was struggling, and the Medi-Cal cuts pushed the company into bankruptcy, Mar said.

But Marty Keale, executive director of Capitol Community Health Network in Sacramento, said the impact has yet to be felt by community clinics because the final payment from the state went out Aug. 8 and clinics would not normally receive another payment for two weeks.

The California Primary Care Association, meanwhile, has lined up a loan fund for community clinics throughout the state, he said.

“Those who can get low-interest loans are probably going to be in fine shape,” Keale said.

Ned Wigglesworth, vice president of communications for the California Medical Association, said doctors continue to get paid because a federal law protects Medi-Cal payments for individual providers.

“The state’s in a tough time right now,” Wigglesworth said. “We appreciate that. But these cuts are going to end up costing California more money.”

The governor has proposed making $1.3 billion in cuts to health care, $650 million of which are in federal matching funds, Wigglesworth said.

In addition, when health care providers turn Medi-Cal patients away, they go to emergency rooms for help, leading to higher health insurance premiums, he said.

“It’s shortsighted thinking that will exacerbate problems down the road,” he said.
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