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Presentation Overview
 Perfect Storm:
— Economic Downturn
— Financial Market Turmoil
— Healthcare Reform/Payment Reform
¢ What’s Different This Time?
« What Providers Can Do Differently
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Economic Downturn




Economic Downturn
Too Much Leverage
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Economic Downturn
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Financial Market Turmoil
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Credit Market’s Reaction

“For the first time following three
consecutive quarters of
unprecedented heavy rating
downgrade activity, the sheer
number of rating downgrades
notably declined. While it would
appear that the downgrade rating
pressure is easing, we are
maintaining our negative outlook
on the industry until federal
healthcare reform is finalized.
Additionally, rating activity in the
current fourth quarter should be
very revealing. . .

~-Moody’s Investors Service, Oct. 2009
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Declining Hospital Credit Quality

Ratings Distribution

+SG= Speculative Grade
“As 0f 9/15/2008

Source: Fitch Ratings, Aug. 2009 10

Healthcare Reform
Payment Reform

Payment Reform

Driving Change




Payment Reform
Increasing Healthcare Value

Increase Healthcare “Value”

Improve Quality

Reduce Costs
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Electronic Health Records
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Healthcare Reform

Potential Cost Impact

Figure 11: Different Scenarios for Path of Health Care Expenditures
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Source: Executive Office of the President: Council of Economic Advisers:
The Economic Case for Healthcare Reform. June 2009.
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Senate and House Reform Proposals

Increased Coverage

ommitee.
n by Majoriy Leader Harry Reid
House Bill (HR 3962) Senate Bill*
Cost Net $894 B Net $719 B
36 million 29 million

Primary Funding
Mechanism

- Taxes top end of income distribution
- Penaltes levied on individuals and businesses who
don't comply with mandate

~Taxes on “Cadilac’ plans
- Savings from delivery system

Coverage Expansion

Individual Mandate

-Penalizes uninsured individuals 2.5% of income up to
costof coverage

- $750 per uninsured adult by 2017

-Exempts employers with payrolls under $500K

Employer -Penalizes employers 8% of payroll if they don't
Responsibility—Pay or contribute 72.5% of the premium for individuals; employee receiving eligiblty subsidies
Play 60% for families

“Required to pay a flat fee for any

Medicaid Expansion

~Expandsto 150% of FPL
~Feds pay 100% of cost through 2014,
then 919 thereafter

~Expands to 133% of FPL

Subsidies

-Sliding scale subsidies up to 400% FPL

- Sliding scale subsidies up to 400% FPL
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Senate and House Reform Proposals

h

ommittee.
by Majority Leader Harry Reid.

House Bill (HR 3962) |

Senate Bill*

Delivery System Reforms

MedPAC with Rate-

includes a MedPAC-like body with rate-setting

setting Authority NIA authority; excludes hospitals until 2019
Reduces payment o faciltes vith ovier than

Value-Based Various average qualiy, providing bonus paymens to

Purchasing high-qualty faciites; budget neual

all MS-DRGs

Policy

based on higher than average readmission
rates

Reduces payment o facilties with high
readmission rates for select MS-DRGS

Innovative Payment
System Pilots

Establishes pilots for medical homes, bundled

Establishes pilots for medical homes, bundled
ts and

Imaging Services

Increases advanced imaging practice
expense ulization

Increases advanced imaging practice
xpense utiization

Other Reforms

Malpractice Reform

Provides states with alternative medical
liability laws incentive payments

Includes language “encouraging” medical
liability law reforms but provides no incentives

Comparative
Effectiveness.

Creates center for CER within AHRQ to

Creates a private, nonprofit Patient-Centered
t et national

conductan

E
h agenda and conduct clinical

9
Silent on cost effectiveness.

effectiveness research
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Senate and House Reform Proposals

ommittee.
Comments on the Senate public option are based on comments by Majority Leader Harry Reid.

House Bill (HR 3962)

| Senate Bill*

Insurance Market Reform

Underwriting

- 2:1 premium variance based on age
- Covers dependents up to 26
- Guaranieed issue

- 6:1 premium based on age
- Guaranteed issue

Cooperatives

Provides start-up funding for states to offer
through exchange

Public Option - HHS required to negotiate rates with providers “HHS 'eq“"e‘;r‘gv"':g;”a'e rates with
- Providers may opt out - States may optout
Insurance Provides start-up funding for states to offer

through exchange

Insurance Exchange

- Federal exchange
- Eligibility by employer size: Year 1—25 FTES;
Year 2—50 FTES; Year 3 and after—at least 100
FTEs

- State exchanges
- Open initially to individuals and small
businesses with up to 50 FTES;
2015: small businesses with up to 100 FTES;
2017: Businesses with more than 100 FTES

Payment Cuts

DSH Payment
Reduction

Estimated $20.38 reductions

Estimated $458 reductions

Market Basket Updates.

Implements productivity reductions

Implements productivity adjustments and
reducesthe MBU; estimated savings $1068.
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What's Different This Time?
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What's Different? Recession and Growth

Inpatient Admissions — Hospitals

2 Volume affected by non-economic
factors — generally revenue growth
B continued

D - Recessions

What's Different
Charity Care and Bad Debt

Changes in Charity Care and Bad Debt Levels

Change in charity car expenaes 2% indicate
negative inpact;

14% of these
Indicats axsroma
regatrve impact
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What's Different
Rating Changes

Rating Changes 2000-09
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What's Different
Premium Costs

Average Health Inswance Pressiums and
Arers demes e Pt Gt ) Warker Contributions for family Coverage, 19932000

$13.375

s8.791
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What's Different
Expense Growth vs. Revenue
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. What's Different
Disruptive Innovations
Retail Clinics
e 13% had used
* 30% likely to use if cost were 50% less than doctor’s office

Medical Tourism
e 1% had used
« 35% growth rate projected for 2010

Technological Change
* New devices and procedures
* 68% interested in using self-monitoring devices at home

Source: Deloitte Center for Health Solutions, 2009 Survey of Health Care Consumers and Medical Tourism: Update and
Implications 24




¢ Perfect Storm:

— Economic Downturn
— Financial Market Turmoil

— Healthcare Reform — Especially Payment
Reform

« Significant momentum and opportunity to
transform care and service delivery
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All this adds up to...

The Burning Platform:
Opportunities for
Transformational Change
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What Providers Can Do Differently
Recognize That the Platform is Burning
« Cultivate a culture of innovation and change
« Drive toward increased value — lower cost and
higher quality
« Invest wisely for efficiencies and outcomes
* Become patient/consumer centric

* Focus on the challenges and opportunities
healthcare reform will bring

27
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What Providers Can Do Differently
Prepare for Payment Reform

« Build strong physician integration
* Develop risk management abilities
* Develop pricing capabilities
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What Providers Can Do Differently
Build Strong Physician Integration

Integration Approaches and Degree of Integration According to Key Factors
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What Providers Can Do Differently
Develop Risk Management Abilities

Degree of Population Risk Transferred to Provider By Payment System
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What Providers Can Do Differently
Develop Pricing Capabilities

» Move toward flexible pricing capabilities

» Gain an understanding of service costs

» Learn to reassemble costs in flexible packages

» Prepare to price services based on outcomes

» Work toward tracking costs and utilization
patterns across care settings and over time
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What Providers Can Do Differently
Focus on Revenue Cycle Improvements

« Foster a culture that

B recognizes the importance
of the revenue cycle
et e Master areas important to
.

organizational
Strategies fora

circumstances
« Accelerate execution of
High-Performance improvements
Revenue Cycle
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What Providers Can Do Differently
Transform Care Delivery

« Create the burning platform
for change

« Design economic incentives

« Coordinate evidence-based
care

« Track performance in real
time

« Integrate supply chain
functions

33
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What Providers Can Do Differently
Recognize That the Time is Now

“What is striking about the healthcare providers that are
profiled in this report is that they are not waiting for
needed payment system modifications. They have flung
themselves into the care delivery systems that will be
needed in the future. In the process, they are improving
the quality of patient care and saving dollars—which, in
turn, is helping them stay afloat during an exceptionally
risky economic period.”

-HFMA's Leadership Fall/Winter 2009 Report
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