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Overview

* Hospitals face unprecedented pressures and uncertainty,
and must understand the challenge they face

= Surviving requires getting the basics right as well as
exploring emerging integrated models & partnerships

* Even today, there is significant potential locked up in
traditional operating margin levers

= Ultimately, hospitals need to develop a balanced portfolio
of initiatives to meet projected financial challenges
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Hospitals face unprecedented pressures and uncertainty

= Population growth — more patients
Volume * Demographic shifts — older and sicker patients

* Coverage expansion — the newly insured

= Reimbursement pressure — public & commercial
Price * Coverage shifts — Medicaid and exchanges

* Risk-sharing — bundles, episodes, capitation, etc.

* Medical inflation and technology advancement
Cost * Compliance and infrastructure investments

* Physician employment & practice management
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Which one of the following is expected to have the biggest impact on revenue
over the next 10 years at your hospital?

A. Population growth

B. Demographic shifts
C. Coverage expansion
D. Coverage shifts

E. Reimbursement pressure
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Volume will continue to climb, as population grows and Boomers age...

U.S. population Hospital admissions
Millions Millions 4
0.9% p.a. CAGR 1.6% p.a.
357 ‘0525 ~ e
310 3.1%
) 34
o
4564 81 0.2% 65+ 13
139 o 45-64 9 2
25-44 127 0.6%
25-44 11 12
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0-24 62 0.8% 024~ 5, 5
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SOURCE: U.S. Census Bureau; NCHS 2007 National Hospital Discharge Survey
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.. and as the chronic disease burden continues to grow

Number of people with chronic conditions

Million

141

125 133
118

19952000 05 10 15 20 25 2030

Between 2010 and
2030, the number of
Americans with one
or more chronic
conditions will
increase by 30 V

By 2020, 80 M people
will have two or more
chronic conditions

By 2020, projections
indicate that the U.S.
will spend nearly
$700 B a year in
direct medical costs
for persons with
chronic diseases

Year

SOURCE: Partnership for solution 2004, Chronic conditions: making the case for ongoing care;
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Reimbursement pressures will increase over time, in part due No reform
Medicare reimbursement policies set in the Affordable Care Act — = Reform

Projected Medicare reimbursement rates?

Change from current reimbursement, indexed to 100

150 r

Represents a 13% drop in

reimbursement by 2019,

and growing...

— - - - -
—
— - -
e —
-~
-
=

100 1 1 1 1 1 1 1 1 1 ]

2009 10 11 12 13 14 15 16 17 18 2019

1 2% reduction assumes the overall CMS budget reduction of 2% results in a 2% reduction in hospital payments
s oo e e a0 |

SOURCE: CMS; OH analysis of Reform legislation and Budget Control Act of 2011 [OIBJECTIVEHEALTH 7
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12 million commercial lives will shift to Medicaid and Exchange [MARKET EXAMPLE
Lives; 2009-2016 (Reform) ~45% of the uninsured are Thousands of lives

projected to gain insurance M Uninsured M Small Group / Individual

Medicaid (Traditional) [ Large Group / ASO
14,500
Medicaid \ Medicaid

(Traditional) 8,200 (Traditional)

Medicaid (Expansion) [ Medicare

Small group and
individual buy
through Exchange
post-reform

Oo—

Small Group +
Individual

Total
commercial:
215,000
(1.1% CAGR
from 2009)

Large Group +
ASO —® 3,800

3.5% Large
Group / ASO 2009 2016 2016

dumping Medicare No reform  Reform

Medicare

SOURCE: OH Hospital Economics Simulator [OJBJECTIVEHEALTH" 8
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Cost trends continue to increase over time as we continue to adopt newer, more

expensive technologies

$ thousands
Current/next-round

technology

Interim technology /
Traditional technology /

— 2,300
: 1,000
Imaging 175
X-ray machine CT scanner CT with function
imaging/PET
1,000
Open surgery Laparoscopic Robotic surgical
instrument set surgery set device
Angioplasty 05 1.1 -
Cardiac balloon Stent Drug-eluting stent
catheter
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: : Operati
Hospitals must understand and evaluate the impact of ~ [ILLUSTRATIVE ng::t::g oty
these trends, and the financial “gap” they will create %) Operating margin
Operating revenue — “reform” scenario
$ Millions
——
—4.3% p.a._
632 650 667
534 562 o87 o1z
467 478 505
2010 2011 A 2012 2013 2014 2015 2016 2017 2018 2019
Operating income — “reform” scenario
21 1412 12 12 5
2 -10 19
-29
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
4.4% 2.9% A 2.4% 2.2% 2.1% 0.8% -0.3% -1.5% -2.9% -4.3%

First forecast year

SOURCE: OH Hospital Economics Simulator; disguised hospital example
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Surviving requires getting the core right as well as exploring expanded models

Core models: Expanded models:
Hospital & clinics Integrated systems

Strategic growth in Partnerships and
select geographies, 5 mergers to leverage
service lines and Targeted Economies economies of scale
patient segments to growth of scale and better deploy
improve profitability : people and capital

Taking on risk and
integrating across
care settings to
improve population
health and reduce
per capita costs

Efforts to improve Operating [ Population
the efficiency and margin health
effectiveness of 5
patient care at the
encounter level
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Expanded models will depend on hospitals getting the basics right

Healthy Healthy
geographic and :
duct / portfolio of _
Targeted produ hospitals and Economies
growth Service clinics of scale
footprint
Operating (x) Lower volume Population
margin Lower cost of encounters health
per O,
encounter Lower total cost
of care
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Consequently, positive Medicare margins has become an industry mantra

Are you prospering at government This requires a near-term focus on
reimbursement rates? operating margin

-7% average
hospital Medicare
margin in 20111

Operating
margin

1 Medicare Payment Advisory Commission, Report to Congress: Medicare Payment Policy, March 2011
[ B B B B N
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Focus on five fundamental levers to improve margins Op era’[i N g

How well are you collecting
on what you’'ve earned?

How efficiently and
effectively are you running
your facilities?

How engaged, efficient and
effective are your physi-
cians in delivering care?

margin

Revenue cycle

management

Clinical/admin Labor Materials
operations productivity management

Clinical
variation
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Revenue cycle management

Increase payor yield

Reduce self pay impact

Improve cash collection

Charge optimization

Reduce costs

Doc ID

Has received Increasing attention over
the last 5-10 years and

Will become increasingly important as
co-pays, deductibles, and BAI increase
Once innovative processes are
becoming increasingly standard
Outsourcing / management services
becoming more common & effective

Opportunities can be very significant
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Operations

Operating system

= The practices and procedures that
drive patient throughput, focusing
on the OR, ED, Floors, & Imaging

Management infrastructure
= The availability, tracking and
sharing of data on a regular basis

Mindsets and behaviors

= The culture of leadership and staff,

which are essential to achieving
and sustaining high performance

Doc ID

» Established lever that has received lots
of attention over last 2 decades
— Virginia Mason Medical Center
* Most operational efforts fail
— ldentifying issues is easy
— Prioritizing focus can be challenging
— Implementing and sustaining is hard
= Significant pockets of opportunity

remain at most healthcare institutions
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Labor and productivity

Labor is a hospital’s largest cost center
FTE Volume & productivity

About much more than FTE’s

External benchmarks difficult to apply
Wage rate & overtime use — Lots of benchmarks exist
— Truly comparable data hard to get

Skill mix —admin and clinical — Internal benchmarks emerging

Hesitancy to address staffing issues

Turnover and development Significant opportunities remain to

address efficiency and effectiveness
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Materials management

* A second major cost center
E e e * Often high-performing function
— Experienced teams
— Established processes
— Strong partners
* Pockets of opportunity typical, focused
Vendor management
in one area or another
* Next frontier is closer management of
clinical choices and decisions
— Formulary management established
Pricing optimization o _
— Drug substitutions emerging...

* Success is dependent on physicians
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Clinical variation

c By department

© 5y division

e By diagnosis / procedure

° By physician
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* Close management of clinical variation
is the next frontier for many systems
— Cost and quality
— Population health

= Can be uncomfortable for both
administrators and physicians
— Mutual trust and engagement
— Case for change
— Clear objectives, targets & metrics

* Most only scratching the surface
— Preference items

— Standard practices and processes
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Which of these areas presents the largest opportunity for margin improvement at
your hospital?

A. Revenue cycle

B. Operations

C. Labor productivity

D. Materials management

E. Clinical variation
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Every hospital needs to understand its own performance across Operating
Margin levers, relative to benchmarks and peers

Metrics

Performance score

Overall = Revenue / CMI-AD
= Operating margin / CMI-AD
= Patient recommendation rating
Revenue = Denials % Net Revenue
cycle = Bad debt %
= Self-pay cash yield %
Operations = OR — utilization %
= ED - overall LOS
= Floor — ELOS / CMI-AD
Labor = #RN FTEs/100 CMI-AD
= #Non-RN FTE's /100 CMI-AD
= Overtime % of fotal labor spend
Materials = Clinical Rx spend/ CMI-AD
= Clinical non-RX spend / CMI-AD
= Non-clinical spend/ CMI-AD
Clinical = |P: Costvariance in top DRG's
= OP: Costvariance in top ICD-9's
= 30-day readmission rates

1 2 3 4

Top level view — employing simple
well-designed dashboards and
benchmarks to identify areas of
opportunity

* Qverall performance
* Areas to investigate further
» Sense for scale of opportunity

Detailed assessment — a rigorous
effort to help in identifying, exploring
and sizing issues and initiatives

* Time limited vs. on-going
* Cross-functional vs. topic-focused
* Tied to budget vs. project-based
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Assessments generally identify significant opportunities, even in traditional areas

Typical opportunity

% Revenue Description of opportunity

o Revenue 2 0-5.0 * Opportunities concentrated in payor yield,
Cycle "R self-pay and cash collections

9 Operations 2 0-5.0 = Common op.portunltleslln OR cancelations,

ED, bed assignment, discharge processes

Labor & 1555 * Opportunities in productivity and overtime;
Productivity D turnover & professional development
Materials 0515 * Opportunities across Rx, Vendor and
Management T Pricing, but varies significantly by facility
Clinical 0.5-2 5+ * Low hanging fruit commonly found in
Variation o Ortho, Cardiac and Septicemia

Totall

6.0-12.0+ $15 - $30 Million annual impact
- for a typical 250 bed hospital

1 Not summative [OJBJECTIVEHEALTH" 25



Joint senior leadership prioritization of initiatives and targets [L-USTRATIVE
is important to the creation of an integrated plan

Feasibility

Easy

.
Hard

Near-term

@@@

Long-term

Timing
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Initiative options

@ Revenue cycle cash collections
@ OR same day cancellations
@ Reduce ED wait times

@ Improve discharge processes
@ Reduce OT to 1% benchmark
@ Implement physician extenders
@ Generic drug substitution
Vendor management

@ Line item pricing

Reduce clinical variation

Aim to create a balanced
portfolio of initiatives to
achieve strategic objectives
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NOT EXHAUSTIVE

Providers will need to move quickly over the next two years in
order to seize opportunities
' * Many have been slow off the mark...

— Evaluate the impact of long-term trends on your facilities

Next 12-18 L
— Understand your current performance and opportunities

months critical

- * Productivity and cost control efforts critical to economic viability
S — Establish a burning platform for change

- Double down o _
\__, : — Prioritize and focus efforts in core areas

=2 on core areas
— Track improvements and intervene early

* Target growth to profitable and fast growing segments

Align to : : ,

err;gerging — ldentify and select emerging segments and populations

patient — Sharpen value proposition to meet different customer needs
| segments

* Explore partnerships with providers, payors, distributors, suppliers
to improve quality, increase efficiency and reduce waste

— Build scale to support innovation in care delivery model
— Prepare for population health management

Partner and
innovate
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