The Reform Paradox

How the Twin Challenges of Improving Access and

Lowering Costs Will Alter Health System Strategy in the
Decade Ahead
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LEGAL CAVEAT

The AdvisoryBoardCompanyhas made efforts to verify the accuracyof the information it

providesto members Thisreport relies on data obtained from many sources,however,
and The Advisory Board Companycannot guarantee the accuracyof the information

providedor any analysisbasedthereon In addition, The AdvisoryBoard Companyis not in

the businessof giving legal, medical, accounting,or other professionaladvice, and its

reports shouldnot be construedas professionaladvice In particular, membersshouldnot

rely on any legalcommentaryin this report asa basisfor action, or assumethat anytactics
described herein would be permitted by applicable law or appropriate for a given
Y S Y 6 Ssitdadon. Members are advised to consult with appropriate professionals
concerninglegal, medical, tax, or accountingissues,before implementing any of these
tactics Neither The Advisory Board Company nor its officers, directors, trustees,
employeesand agentsshallbe liable for any claims,liabilities, or expenseselating to (a)
anyerrors or omissionsin this report, whether causedby The AdvisoryBoard Companyor

any of its employeesor agents,or sourcesor other third parties, (b) any recommendation
or graded ranking by The Advisory Board Company,or (c) failure of member and its

employeesandagentsto abideby the terms setforth herein

TheAdvisoryBoardis a registeredtrademarkof The AdvisoryBoardCompanyin the United
Statesand other countries Membersare not permitted to usethis trademark,or any other
AdvisoryBoardtrademark,productname, servicename, trade nameand logo, without the
prior written consent of The Advisory Board Company All other trademarks, product
names,servicenames trade names,and logosusedwithin thesepagesare the property of
their respectiveholders Useof other companytrademarks product names,servicenames,
trade names and logos or imagesof the same does not necessarilyconstitute (a) an
endorsementby such company of The Advisory Board Companyand its products and
servicespor (b) an endorsementof the companyor its productsor servicesby TheAdvisory
BoardCompany TheAdvisoryBoardCompanyis not affiliated with anysuchcompany

IMPORTANT: Please read the following.

The AdvisoryBoard Companyhas prepared this report for the exclusiveuse of its members Each
memberacknowledgesind agreesthat this report and the information containedherein (collectively,
the & w S LA &péfidentialand proprietaryto The AdvisoryBoard Company By acceptingdelivery
of this Report,eachmemberagreesto abideby the terms asstatedherein, includingthe following:

1. The AdvisoryBoard Companyowns all right, title and interest in and to this Report Exceptas
stated herein, no right, license,permissionor interest of anykind in this Reportis intendedto be
given,transferredto or acquiredby amember. Eachmemberis authorizedto usethis Reportonly
to the extentexpresslyauthorizedherein

2. Eachmembershallnot sell,licenseor republishthis Report Eachmembershallnot disseminateor
permit the use of, and shalltake reasonableprecautionsto preventsuchdisseminationor use of,
this Reportby (a) any of its employeesand agents(exceptasstatedbelow), or (b) anythird party.

3. Eachmembermay makethis Reportavailablesolelyto those of its employeesand agentswho (a)
areregisteredfor the workshopor membershipprogramof whichthis Reportis a part, (b) require
accesgo this Reportin order to learn from the information describedherein,and (c) agreenot to
disclosethis Reportto other employeesor agentsor anythird party. Eachmembershalluse,and
shallensurethat its employeesand agentsuse, this Reportfor its internal useonly. Eachmember
may makea limited number of copies,solelyasadequatefor useby its employeesand agentsin
accordancewith the terms herein

4. Eachmembershallnot removefrom this Reportany confidentialmarkings,copyrightnoticesand
other similarindiciaherein

5. Eachmember is responsiblefor any breach of its obligations as stated herein by any of its
employeesor agents

6. If a memberis unwilling to abide by any of the foregoing obligations,then suchmember shall
promptly return this Reportandall copiesthereofto TheAdvisoryBoardCompany
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Road Map for Discussion

I American Health Care Circa 2019?

I I National Roadmap for Reform

I I I American Health Care Circa 2010
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Virtually Eliminating the Uninsured

Massachusetts Universal Coverage Initiative

Cumulative Increase in Insured
Massachusetts Residents Massachusetts Coverage
Thousands Expansion

A Implemented July 1, 2006; reduced uninsured
rate to 2.6%

A Individual and employer mandates established

A Individual penalty initially set at $219 with
monthly incremental increases

A Employer penalty at $295 annually per employ

A Individual ar)dvsma,ll group markets merged,
YIYylF3aSR UKNRdIdZAK 2y f Ay

A New publicly managed insurance options created

A Charity care funds reallocated from
disproportionate share payments to coverage
87% of coverage expansion achieved by Januiry subsidies

2008, one year after exchange became availaple

{ 2dNDSY 5A0Aar2y 2F | SHEGK
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Not Undermining EmployeBased System

Employer Plan Participation Holds Steady

Massachusetts Employers Offering Health Insurance
20012007

Source: Division of Health Care Finance and Policy Emplo
© 2010 The Advisory Board Company0392 Survey, 2001, 2003, 2003, 2007; Advisory Board analysis.




Insured¢ And In the System

More Patients Have Primary Source of Care

Health Care Utilization, Massachusetts Adults
Change Based on S&éported Data, 2068008

Usual Source of Care Percent of PatientReporting
UnmetCare Needs Because of Costs

86% 5.6%

2006 2008 2006 2008

Percentage Increase: 9% Percentage Increase: 16%

A2ySSNI LyadAaddziSo a!
© 2010 The Advisory Board Compan0392 S|t - NB wSF2NYIZé WFydzZd NB H




Change in Utilization for Specific Services, Massachusetts Adults
Based on SeReported Data, 2068008

n=9,669 Change in
77% Utilization

Preventive Card 9.4%

60%

Took Any Drug 7.8%
—=  Specialist Visit 5.5%

53%

Fall 2006 Fall 2007 Fall 2008

Preventive Care == Specialist Visit === Took Any Rx Drug

© 2010 The Advisory Board Company0392 Source: Massachusetts Health Reform Survey, 2008; Advisory Board at



.But So Have Access Challenges
Expansion Highlights Structural Access Inadequacies

Internists Accepting New Patients
Massachusetts

PCP Appointments Made Within One Week
Massachusetts

© 2010 The Advisory Board Company0392

2007 2006 2007

Source: Kaiser Family Foundation, available at: ttp://www.kff.org/uninsured/kcmu_statehealthreform.cfm, accessed June 5, 2
Gal a3l OKdzaSdda 1St dK /I N8B tt Neshoudl Aa$RZ ! dn.m{{ uuly.lszlafnsaqT
¢KS CIHAfdNBE 2F /FEAF2NY AL Q& | SVetantem{ &S B2 NMR& It S A &S ! BT A
bdzYyo SNJ 2F | yAyad2NBR S5NRLIISR o6& | FfFré ¢KS 2 aKAy3dazy t2
tFGNAO] tNRL2A&ASE wSldANARY3 .dzaAySaasSas LyadNBNAZ | 2aLRAd
http://iwww.kaisernetwork.org/daily_reports/rep_index.cfm?DR_ID=53304, July 15, 2008; Health Care Advisory Board interVig

analysis
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Soaring Health Care Costs Dominate Policy Debate

o>

Making It Sustainable
a!'d az2vys tS9oStz e
w2212 GKFGQa 2dza i
Y2NB (G2 GKS LRAYI

Gov.DevalPatrick

Spending on Commonwealth Care

$869 M $880 M

L.~

A Tough Choice

$133 M LG T2NDSa dza
Fez Ww2KIG R2 S
LISYRAY3IK ¢KS NBI
FYo7 FYO08 FYO09 FY10 challenging is that it means limiting
NBE&2dNDOSa F2NJ LIS2
JonKingsdale
Administrator, Commonwealth Care

tFGNAO]l 5% adaNN} & ¢X 4aC,Hnmn | 2daS m . dzZR3ISE w9
KOGGLIYKK 66 6OYI 840I2PKk00KKMKTFEMNKMK SESOMnK Ko dzRo
ClLO0Sa /2aida 27T Neéwrork Sedéréh 2000; NEvisorf BoafdEinterviews and analysi

© 2010 The Advisory Board Company0392



PolicyMakers Approaching the Third Rail
Contemplating Price Controls to Ease Affordability Challenge

Annual Insurance Premium Increases
20082009, Small Group Market, Massachusetts

Trend in Brief: Price
21.7% Control Initiatives

35.2% A Massachusetts Govern@eval

11.1% Patrick filed proposal to give
13.4% 24.7% insurance commissioner power to
19.8% cap price increases

A Insurance plans whose premium
increases exceed 1.5 times medical
inflation level to be rejected

A Hospitalprice increasealso

subject to retroactive review,
Blue Cross Fallon Health New Tufts Harvard rejection

Blue ShielCommunity England Health Plan Pilgrim
Health Plan Health Care

SourceMVolskyl, Nonprofit Health Insurers Sue Massachusetts To Increase Health Care Premiums, April 201

available athttp://wonkroom.thinkprogress.org/2010/04/06/insurersuemass/, accessed May 2010; Johnson §

al 38® AYyadNBNE &dzS (2 o0t201 NIGS KA1lS RSOA&aAZ2YySZ
© 2010 The Advisory Board Compan0392 LYONBI aSaz¢ ! LIN#tg/bloghaama orgl?@H46Ratcéssed May A0Y0; Advisory Board analys]



http://wonkroom.thinkprogress.org/2010/04/06/insurers-sue-mass/
http://wonkroom.thinkprogress.org/2010/04/06/insurers-sue-mass/
http://wonkroom.thinkprogress.org/2010/04/06/insurers-sue-mass/
http://wonkroom.thinkprogress.org/2010/04/06/insurers-sue-mass/
http://wonkroom.thinkprogress.org/2010/04/06/insurers-sue-mass/
http://blog.hcfama.org/?p=4466

Fundamentally Restructuring the Provider Market
Reorganizing The Supply Side to Control Costs

Limited Provider Networks

[T

A Massachusetts Govern@evalPatrick and
Senate President Therese Murray filed
proposals requiring payers to offer at least
one plan with narrower provider network
and at lower cost

A state employee health plan began offering
two new limited network plans in April
2010, at 20% lower premium cost

SourceKowalczyf = a{ Gl GS {SS14a
Gt NBL2ASR wSO2YYSyRIGA2yaszé {LISOAILE [/ 2YYA&AA

I 00SaasSR al& HandT

Massachusetts Global Payment System

DII I[lI D][I]
%

n W
Paid to Accountable

Payment Care Organization
(ACO)

A Capitationlike payment system to
be implemented in Massachusetts

A Modifications such as increased
payments for sicker patients and
some feefor-service payments for
certain complex procedures

A ACO combines hospitals, physicians,
other care providers

wSJIYL) 2Fe& 52002NBEZ |1 2aLAdrta I NB t}h

http://www.mass.gov, accessed May 2009; Group Insurance Introduces Lower Cost Health Plans to Help Control Coststavailable a
1 Budgeted. http://www.mass.gov/?pagelD=afmodulechunk&L =4&L 0=Home&L 1=Insurance+%26+Retirement&L 2=Oversight+Agencies&L 3=Group+Imsorial

© 2010 The Advisory Board Company0392  ssion&sid=Eoaf&b=terminalcontent&f=gic_news_lower_cost_planoptions&csid=&massed May 2010; Advisory Board analysis.


http://www.mass.gov/?pageID=afmodulechunk&L=4&L0=Home&L1=Insurance+&+Retirement&L2=Oversight+Agencies&L3=Group+Insurance+Commission&sid=Eoaf&b=terminalcontent&f=gic_news_lower_cost_planoptions&csid=Eoaf
http://www.mass.gov/?pageID=afmodulechunk&L=4&L0=Home&L1=Insurance+&+Retirement&L2=Oversight+Agencies&L3=Group+Insurance+Commission&sid=Eoaf&b=terminalcontent&f=gic_news_lower_cost_planoptions&csid=Eoaf
http://www.mass.gov/?pageID=afmodulechunk&L=4&L0=Home&L1=Insurance+&+Retirement&L2=Oversight+Agencies&L3=Group+Insurance+Commission&sid=Eoaf&b=terminalcontent&f=gic_news_lower_cost_planoptions&csid=Eoaf

The Reform Paradox

Giving More Care to More People, and Paying Less for it

How do we
maximize access <€«———
to care?

Raise taxes?
Reallocate spending?
Cut benefits?
Cut reimbursement?
Delivery system change?

© 2010 The Advisory Board Company0392

How do we
afford expanded
access?

Source: Advisory Board analysi
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Major Milestones in Federal PPACA Implementation

Coverage Expansion Delivery System Reform

A Coverage for nomlependent children A Tanning salon tatakes effect A Patientcentered outcomes research
throughage 26 A Market basket adjustment to DRG A Community transformatiomrants

A Prohibition on denying coverage for updates A Gainsharingglobal payment demos
children with preexisting conditions A Hospital ValueBased Purchasing

A Small business subsidies to provide
coverage to employees

A Highvrisk pools for those denied coverag

A Fiveyear optin longterm careprogram A Medicare Advantagpayments A Center for Medicare and Medicaid
begins restructured Innovation launched

A Firstindustry fees take effect A Medicare Share®avings Program (ACC
A Medicare Advantage bonuses take effe A Hospital Readmission Reduction Progr
A Hospital productivity adjustment A Independence at Home demo

A Increasecbayments to primary care A New Medicare tax takes effect A BundledPayment pilot begins
physicians take effect A Passivéncome tax takes effect
A Excise tax on medical devices takes ef

A HealthBenefit Exchanges created A Individual, employer penalties take effe A Independent PaymenAdvisory Board
A Individual, employer mandates take effeA DSH payment adjustments take effect  begins submitting recommendations
A Medicaid expanded to 133% of FPL

A Payment adjustment for hospital
acquired conditions takes effect

A Individual,employer penalties rise
AExcisdi | E 2y &/ | RAf I

dZNDSY 1FadAy3a 50 a¢KS ¢
© 2010 The Advisory Board Company0392 - I TF2NRFGES /FNB 1 06 +y
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Road Map for Discussion

I American Health Care Circa 2019?

I | National Roadmap for Reform

I I I American Health Care Circa 2010

© 2010 The Advisory Board Company0392



Coverage Expansion

Multipronged Approach to Increasing Coverage

Il

W
Individual
Mandate

A Minimum creditable
coverage

A Individual subsidies

A Modification to
current public options

© 2010 The Advisory Board Company0392

Achieving Universal Coverage

Health Reform Bill

o)

Insurance
Market Reform

A No discrimination based on
pre-existing conditions

A Health insurance
exchanges for individuals,
small businesses

{ 2dz2NDSY

I YSNROIyasé

Employer
Mandate

Aatflr e 2N LI &¢
requirement

A Small business
subsidy

GO9ELI yRAY3 1 SHEGK / FNB /238NI 39
{Sy+LiS CAyLyOS /2YYAGGSSE al
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Percentage of Newly Insured Americans by Source of Coverage

n=31.7 Million

Covered Through
Expanded
Medicaid Eligibility

0,
Covered By 46%

Commercial
Expansion

A Raise maximum Medicaid income eligibility to 133% of FPL
A Expand Medicaid eligibility to all individuals meeting income criteria

{2d2NDSY G9ELI yRAYy 3 alficemedtultsfuNder/Healhs
© 2010 The Advisory Board Compan0392 WSTF2NXVZé YIAASNI ClLYAf@ C2dzyRIGAZ




Race to the Bottom or Top?

Benefits Design Within Exchanges

Platinum Plan
A Covers 90% of
costs

Gold Plan
A Covers 80% of A Exchanges for individuals and small

costs businesses unified or separate, at
alliSaQ RAAONBUAZ

A Possible interstate collaboration

A Open to individuals and small
businesses in 2012, large employers

. Bronze Plan in 2017

A ggs\grs 60% of A Standardized display of plan offerings
A Publicly available performance data

O Catasf[rophic RIan_ ' A Userfriendly for easy plan
A Available to individuals comparison
under 30 and those
exempt from mandate

Provision in Brief:
Health Benefit Exchanges

Silver Plan
A Covers 70% of
costs

{2dNDSY | { 12daS 2F wSLINBaSyidldiagSaz 4! Y$S
wSLE2NISRZé al NDK mMys wamanT ! { {SyliSs ¢KS
1 SHEGK /INB YR 9RdzOF A2y wSO2yOAtAlLGAZY
© 2010 The Advisory Board Compan20392 {K2¢ 1 SIHEGK /23a0Gda2é YFAASNI ClIYAte C2dz/RI




How Strong Will Individual Incentives Be?

Complex Financial Calculus of Individual Mandate

Individual Penalty Cost of Plans Offered Through Exchange
Family of Four, by Percentage FPL

2014: Greater of $95 or 1% of Premium

income After Subsidy | LikelyPenalty
(Based on in 2016
Silver Plan)

Penaltyas %
of Subsidized
Premium

$1,505 $825$2,085 55%139%
2015:Greater of $325 or 2% of

iIncome $2,778 $1,100$2,085 40%75%
$4,438 $1,375$2,085 31%47%

2016:Greater of $695 or 2.5% o $6,483 $1,650%$2,085 259%32%
income

$7,563 $1925$2,085 25%28%

$8,636 $2085$2200 24%25%
2017 onward:COLAadjusted

{2dNDSY YIAASNI CHYAt@ C2dzyRI GA2yz httpSnkalthieformifSoFo2SNI¥idy Calelaioh dpupdatédt O
al NOK MpZ wHanmnd | { 12daS 2F wSLINBaSydldA@dSas 4! YSyRY SOLGUSASgnaté, K
© 2010 The Advisory Board Compan0392 ¢KS tIFdASyd tNR(GSOGAZ2Y YR !'FTF2NRIoftS /FNB ! O I yR (i Kofy Bad brialjsk.



http://healthreform.kff.org/SubsidyCalculator.aspx

What Will Employers Do?

Business Incentives Intended to Bolster Emple€yased Coverage

Breakdown of Large Employer Penalties

Provision in Brief:
Small Business Tax Credits Penalty

A Open to employers wit5 or fewer FTEs
A Employer must contribut&0% of Employes Not $2kper employee

premium cost or 50% benchmark Offering Coverage
premium to qualify for subsidy

A 20102013: employers receive tax credit o
up to 30%employer contribution

A 2014 onward: employers receive credit of
up to 50%employer contribution

A Actual credit amount stratified by business
size, average wage

Lesser of $3k per

EmployersOffering employee receiving
Coverage premium tax credit or
$750 per employee

) ) {2dNDSY | { 12daS 2F wSLNBaSyil iArAgSas a! YSyYRYSyi
1 Employers with fewer than 50 employees are exempt from penalties. March 18, 2010; US Senate, The Patient Protection and Affordable Care Act and the Health Care and Ed
© 2010 The Advisory Board Compan0392 wSO2yOAtALGA2Y 1 OGz¢ 5SOSYOSNI vnI wnndT ! ROA&E2N
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Percentage of Insured Noalderly Americans
20102019(E)
n =267M (2010), 282M (2019)

91% 92% 92% 92%
()

82% 82%

2010 2011 2012 2013 2014 2015 2017 2018 2019

Source: Congressional Budget Office, March 19, 2010. Availabl
http://cbo.gov/ftpdocs/113xx/doc11379/Manager'sAmendmentto|
© 2010 The Advisory Board Company0392 econciliationProposal.pdf, accessed March 29, 2010.




Strategic Implications of Coverage Expansion

A Growing Line at the Front Door

A Demand for primary care services and symptomatic and asymptomatic diagnostic services are likely to
overwhelm capacity. Appointment waiimes are likely to spike, ED owverowding likely more
profound and widespread.

Physician Recruitment Never More Important

ADNRBoAY3I RSYFYR FT2NJ LIKEaAOAlYy aSNBAOSaz SaLISOAl
shortage more acute. Providers who successfully meet the challenge of improving their physician
recruiting processes will expand their market share.

Alternative Access Points, Productivity Growing in Strategic Importance

Alye K2aLWAGFfQa 2N YSRAOIf 3INRdzLIQa YIFNJ] SiG akt
accommodate surging demand. Developing alternative access points (retail clinics, online and
telephonic communication) as well as higher throughput physician practices, urgent care centers and
EDs will complement more effective recruitment of new physicians.

No Letting Up on Revenue Cycle Optimization

A While regulations around benefit design and subsidies forafyiocket costs may soften the edges of
LINE GA RSNE Q patighvbad/dabt propléndaNdSeRsolutions will not completely mitigate the
need for ongoing revenue cycle investment. C&sK A TG Ay 3 G2 SyNRftt SSa oAt
such that minimizing bad debt will remain a thorny problem and high priority for most organizations.

© 2010 The Advisory Board Company0392 Source: Advisory Board analysis.



Financing

Tapping Multiple Funding Sources

Fees, Rate Cuts Finance Reform

Funding for Health Care Reform

/ 38% \

Increase Revenués Decrease Expenskeqd

Rate Cuts Other Savings|

Industry Taxes:%.0B

Medicare FFS @ Readmissions

Passive Income Tax: $123B Rate Cuts$110B Penalty: $7.1B
Medicare Advantage @ Independent Paymen
Hospital Insurance Payroll Tax: $87B Scaleback: $136B Advisory Board: $28B

. . . Medicare Shared
6/ RAEEEOE CHEY Pom. DSH Rate Cut: 3368 (3)  gaviie s o0

Fraud/RAC/RIC: $2.9B

1 Components listed here are only a sampling of all
provisions in legislation, and therefore totals of {2dNDSY ' { 12das 27 wSLNBaSyildAoSas atly
each list do not reflect percentages in pie chart. wSLRENISRZE al NDK my> wamnT | { {Sylidds ¢KS
© 2010 The Advisory Board Compan0392 1 SEEGK /I NB

B YR 9RdOFGA2Yy wSO2yOAfAlGAZY



Potential Input Cost Inflation

Industry Tax and Fee Schedules
PPACA

Drug Manufacturers Insurers m
Cumulative Payments Cumulative Payments Provision in Brief:

Device Manufacturers'
Excise Tax

0 National sales tax on
2.3%

sales of medical devices
20 1 Applies to all sales after
December 31, 2012

$20 Expected to raise $20B
over ten years

$20B $70B

{2dNDSY ! { 12dAaS 2F wSLINBaSyidliAagSasz 4! YSYRYSyd Ay i KSSrate Thé

tFdASYyGd tNRBGSOGAZ2Y FYR !'FF2NRIGES /I NB ! OG FyR ( KSalbanks 3t (6Kt H

2L Nya aSRAOFE 5S8S@GA0S al | $NE MihrPagf March 25,2046 availdble brtie weblatt b2 G [ A F

http://www.minnpost.com/derekwallbank/2010/03/25/16923/paulsen_warns_medical_device_makers_could_leave_if new_tax_not
© 2010 The Advisory Board Company0392 Advisory Board analysis.



http://www.minnpost.com/derekwallbank/2010/03/25/16923/paulsen_warns_medical_device_makers_could_leave_if_new_tax_not_lifted

(Lightly) Targeting Deman8ide Causes

Potential Governor on Health Care Inflation

Annual Revenue from Excise Tax
PPACA Provision in Brief:
Excise Tax on "Cadillac" Plans

$20B A Tax on insurers of employsponsored
plans exceeding $10,200 for individuals,
$27,500 for families

A Thresholds slightly higher for neviedicare
eligible individuals over 55 and individualsi
high-risk professions

A Tax of 40 percent on amount over thresho

A Excise tax postponed until 2018

{2dNDSY | { 12daS 2F wSLNBaSyil iArAgSas a! YSyYRYSyi
March 18, 2010; US Senate, The Patient Protection and Affordable Care Act and the Health Care and Ed
© 2010 The Advisory Board Compan0392 wSO2yOAtALGA2Y 1 OGz¢ 5SOSYOSNI vnI wnndT ! ROA&E2N
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Holding Hospitals to a Higher Productivity Standard

Restructured Hospital Payments BakeEfficiency Imperative

Projected Annual Medicare Savings from
Hospital Market Basket and Productivity
Adjustment Update Over 10 Years

PPACA

Provision in Brief:
Market Basket Updates and
Productivity Adjustment $11B

A Market Basket Update adjustments take
effect immediately

A Affects inpatient hospitals, lortgrm care $4.5B
facilities, 1P rehab facilities, psychiatric
hospitals and outpatient hospitals

A Adjustments to updates projected to save

$156B over 10 years, $110B of which
comes from hospitals

2010 2019
1.9% 2.4%
Savings as % of total hospital Medicare spend

Source: Center for Medicare and Medicaid Services, National Health Expenditure Projections/280> ¢ |+ @1 At | 6t S

http://www.cms.hhs. govINatlonaIHealthExgendDataldownIoads/pro 2009, pd:‘cessed Apnl 1, 2010; US House of Representatives
al YS)fRYS)/u 7\)/ GKS bl ddNB 2F | (dzoaulxudzus iz | dwd ny T foxable §

/JENB ' OG FyR GKS 1SFEGK /FNB FyR 9RdzOF A2y wSO2yOAtAldAz
© 2010 The Advisory Board Company0392 Quarterly, April 19, 2010; Advisory Board analysis.



http://www.cms.hhs.gov/NationalHealthExpendData/downloads/proj2009.pdf

At Risk for Disproportionate Impact

DSH Reductions Help Fund Coverage Expansion

Cumulative Savings from Decreased

Medicare and Medicaid DSH Payments Provision in Brief:

Medicare and Medicaid DSH
PPACA Payment Cuts

$22B A Cuts Medicaid DSH payments by $14
] and Medicare DSH by $22.1B
beginning in 2014
$14B A 75 percent Medicare DSH eliminated;
returned to hospitals relative to charity
care provided

A Medicaid DSH allotted to states

directing DSH funding to hospitals wit
high Medicaid volumes or
$0 $52M |_|_‘ uncompensated care

2014

OMedicare @ Medicaid

{2dNDSY | { 12daS 2F wSLNBaSyil iArAgSas a! YSyYRYSyi
March 18, 2010; US Senate, The Patient Protection and Affordable Care Act and the Health Care and Edi
© 2010 The Advisory Board Company0392 wSO2yOAtALGA2Y 1 OGz¢ 5SOSYOSNI vnI wnndT ! ROA&E2N
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Dual Positive Effects of Health Reform on Revenue

Sources of Positive Financial Impact for Hospitals

T
®

Reduced Increased
Uncompensated Utilization
Care of Care

© 2010 The Advisory Board Company0392 Source: Advisory Board analysis.



Material Reduction in Bad Debt from Uninsured

Current Hospital Uncompensated Care Estimated Change in Uncompensated

6% of Expenses Care Due to Health Reform

Unpaid Charity Care Unpaid
Insured i
and Patient

Patient

Obligations Bad Debt Obligations Total

$203Bin
CharityCare industry-
and Bad Debt wide revenue
FromUninsured growth by

(42%) | _ 2019
(6%) (48%)

{2dz2NDSY /2y3aNBaarzylf . dzR3ISG hFFAOSTI a/ 24
F2NJ I dwd nyTHE LYyO2NLRNIGAY3I | tNBLRASR aly)]
© 2010 The Advisory Board Company0392 Advisory Board analysis.




Positive Mix Shift Within Muted Utilization Impact

Revenue Gain Varies Across Service Types and Settings

Projected Spending Growth With and Without Refotm
20102019

Inpatient | 11.9%
Discharges | 11.3%

Medical | 10.0% @ With Reform
Admission | 9.9% O Without Reform

| 13.9%
| 12.8%

Surgeries

Outpatient | 32.0%
Visits | 29.0%

5% 10% 15% 20% 25% 30% 35%

1 Does not account for potential changes in case rate.
© 2010 The Advisory Board Company0392 Source: Advisory Board Analysi




Bad Debt Reduction Drives Improved Revenues

Estimated Distribution of Increased Hospital Revenue from PPACA

Increased Utilization
~$40B

Reduced Bad Debt
~$03B

1 Assumes hospital services equally distributed between inpatient
and outpatient sites in 2019.

© 2010 The Advisory Board Company0392 Source: Advisory Board analysis.




Assess the Impact of Reform on Your Organization

Updated National Models and Customized Forecasters

THE ADVISORY BOARD COMPANY

Strategic Forecasting Dashboard National Average (10 Yr Proj)

ANALYSIS MODULES Revenue

FINANCIAL PROJECTIONS (thousands of dollars)
Profit

Inpatient and Outpatient
2008 Disch Ecors 2018 2008 Dison Econs 2018 2008 Dsoh Ecors 2018 Market Estimators launching

mid-May, reflecting impact
Discharges ALOS Days Of reform

B B R BRem e biaihpata

2008 Demos Use 2018 2008 Demos Use 2018 2008 Demos Use 2018 Forecastﬁvailable’nid-May;
'SERVICE LINE DISCHARGES ALOS DAYS (000s)  REVENUE (000s) _ COST (000s) PROFIT (000s) Outpatlent ForecaStS

C v Y T Ol ‘\ Description 2008 2018 CAGR 2008 2018 CAGR 2008 2018 CAGR 2008 2018 CAGR 2008 2018 CAGR 2008 2018 CA( .
available early June

COST DEFINITION

Source: Advisory Board analysis.
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Strategic Implications of Financing Coverage Expans

Persistent Downward Price Pressure

At KS LINPRAzOGAGAGE Gl aadzYLJiaAzyé | LILX ASR G2 K2all
reflective of a burgeoning payer indifference to provider cost inflation. The debate about health care
reform has revealed and solidified pok¥yl { SNEQ @ASga GKIF G LINRJARSNA
they will ensure that is so by building such beliefs into future rate increase decisions.

Cost Containment as Ongoing Imperative

A In contrast to the recent past when tene growth masked provider cost inflation, health care reform
ushers in a world of downward revenue pressure. As a result, hospital operating mentality will have to
shift to continuous cost disciple and yegiter-year real gains in operating efficiency.

Focus on Productivity, Not Wages, to Control Costs

A In a world of growing demand for health care services, skilled technical and clinical labor shortages are
more likely and likely to be more acute. This will lead to large wage increases, which can only be
partially (at best) mitigated. As a result, holding the line on costs will shift from focusing on wages to
focusing on productivity reducing the number of staff required to deliver care.

Manage Patient Mix to Maximize Profitability

A2 Atk aSRAOFARQA YI&aaAr@dsS SELIy&aAz2y Ay KSFHEGK OF
of hospital revenues. While the reduction in charity care this represents is good news in the short term,
the belowcost reimbursement rates of government payers will challenge hospital economics in the
longer term unless providers develop lowast delivery models.

© 2010 The Advisory Board Company0392 Source: Advisory Board analysis.



Delivery System Reform 9

Reorganizing Care Delivery to Bend the Cost Curve

Specialty Care in the Crosshairs of Reformers

New Care Models
I

10 @ 1T
0T [yl

Cut Rates for Increase Specialty Reduce Specialty

Existing Services Care Efficiency \/ Care Demand

Improve Care
Coordination Capability

© 2010 The Advisory Board Company0392 Source: Advisory Board analysis



Ambition: Grow No Faster Than Economy

Accelerating and Depoliticizing Change at CMS

Center for Medicare and
Medicaid Innovation

0
RN

[ N ] ]

¥ Yo D) & |0
] Ul |

non

Proposal in Brief

A Establishedo test innovative payment
and service delivery models to reduce
program expenditures

A CBO projects $1.3B in savings by 2019

© 2010 The Advisory Board Company0392

Gr

Independent Payment
Advisory Board

owth Rate Formula,
20132018

7 1Bl

Growth Rate Formula,
Beyond 2018

A

CPI Med. Avg. GDP Additional
CPI Weight

L
My

Proposal in Brief

A 15-member board establishetb reduce
rate of Medicare growth in years project
to exceed threshold

A Congress must vote up or down on
recommendations

A Estimated $28B reduction through 2019

A Hospitals exempt from cuts through 2018

Source: Advisory Board analys|
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Picking Winners and Losers Based on Performance
Giving P4P Some Teeth in ValBased Purchasing

wSRdzOGA2ya (2 t NBOARS B Paidon Sliding Scale
Medicare IPPS Payment Based on Provider Performance
lllustrative Incentive Structure

FY13 FY14 FY15 FY16 FY17

No bonus for
providers at
25th percentile I

or below

100% of bonus for
-1.25% providers above
-1.5% 75th percentile

-1%

-1.75%

-2.0%
25th 75th
Measurements ) ) Percentile Percentile
A AMI, Pneumonia, HAI, Surgeries
AHCAHPS
A Efficiency measure (spending per Medicare
beneficiary, FY14 or after)

{2d2NDSY G¢NIyaF2N¥Ay3d GKS 1SHEGK /I NB 5StAQ
I SHEGK /I NB /2aG4a5¢ {Sy+iS CAylyOS /2YYAGQS
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No Longer Paying for Cost Overruns

Cost of Readmissions Penalty Avoidance Likely Outweighs Penalt

Hospital Readmissions Reduction Program  Projected Medicare Savings from Readmissions
Reduction Program Over 10 Years

As a Percentage of Projected Hospital
]_ Medicare Spending That Year

0.33%

Standard Readmission Reduced OE?/O|—| ’_‘ ﬂ ’_‘ ’_‘ ’_‘
Payment

Adjustment Payment
Factor 2013 2014 2015 2016 2017 2018 2019

wBegins on or after October 2012

wAll hospital DRGs reduced by an
adjustment factor calculated based on
CSEOS&aaAPdSéE NBIFRYAAaAARZY A
wAdjustment factor is calculated as
percentage of revenue paid for excessive
readmissions divided by total revenue

A Projected $7.1B in reduced Medicare

{ 2dz2NDSY GCN}IYyAF2NNVAY3I GKS | SFHEGK /1 NB
payments, 2012019 YR w8RdzOS 18HEGK /INB /2atGasé {Sylras c

Medicare and Medicaid Services, National Health Expenditure Projectionsi2009 ¢S ¢
available ahttp://www.cms.hhs.gov/NationalHealthExpendData/downloads/proj2009, pdf
© 2010 The Advisory Board Company0392 accessed April 1, 2010; accessed April 20, 2010; Advisory Board interviews and analysig
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Compelled to Seek ROl in Episodic Bundling?

Pilot Could Double Medicare Savings from Readmission Penalties

Payment Bundling Initiative Potential Medicare Savings

Inpatient 30 Days Pog
Stay Discharge

from Bundling
$19B

wIncludes all physician, inpatient, ambulatoryj
and postacute care services provided durin
episode period

A Target up to 10 conditions that are high
volume, high variation in readmission rates,
high postacute care costs Source of remaining

wHHS Secretary must begin pilot by January $12 B in estimated
2013 and may expand at will after 2015 savings unknown

Savings Total
From Estimated
Readmissions Savings
Penalties Opportunity

SourceMedPAC awSLE NI (G2 /2y3INBaay wSTF2N¥Ay3a (KS
© 2010 The Advisory Board Compan0392 hiLiianzya z2tdzyrS mY 1SFHEGK /I NBzZé 5SOSYO6SNI un




Flipping Our Business Model on its Head

Introducing TotalCost Management Incentives

Accountable Care Organizations (ACO) Bonus Payments Based on Achieved Savings
Collaborate on Quality and Cost Projected Spending Indexed to 100
Medicare Shared Savings Program

- TS
7 ~
7 \
MmNk mm
/ e Y \ Bonus based
0y

on achieved
savings

Project Actual
Spending Spending
Baseline

Proposal in Brief

A Program must be established by January 2012, covers Medicare Parts A and B

A Hospitals and physicians may establish ACOs separately or jointly; minimum 5,000 Medica
beneficiaries assigned to the ACO

A Projected savings of $4.9B by 2019; shasauings calculation not determined in bill; HHS
Secretary may utilize other reimbursement models

A Separate Pediatric ACO program established

{ 2dz2NDSY GCNI YyAF2NVAYD GKS | SIEGK / FNB 5S¢t A4
1SHEGK /ENB /2aGazé {SylrdS CAyryOS /2YYAGGSS
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Strategic Implications of Delivery System Reform

Promotion of New Incentives, Care Innovations to Intensify Revenue Challenges

A In addition to outright rate cuts, providers will face new payment methodologies which will alter their
fundamental business models and organizational designs. These changes in reimbursement and
incentives will require investments in new assets, relationships and capabilities to transition to the era g
accountable care.

Valuebased Physician Alignment Foundational to Future Success

A While strong hospitaphysician alignment has always been a cornerstone of success, the necessary
degree of future collaboration, partnership and rstikaring will dwarf what has come before it. Hospitals
and physicians will have to recognize, embrace and leverage their growing interdependence to create
organizational structures and incentive models that are strategically aligned and mutually rewarding.

Chronic Disease Management to Emerge as Vital Competency

A Chronic disease is a primary driver of health care inflation. New payment methodologies will reward
organizations which can improve the clinical and financial outcomes associated with caring for this
population. Primary care practices will have to transform themselves to achieve this task, and networks
of providers will have to form to provide coordinated care across episodes and time.

Information-Powered Care Will Enable Clinical and Financial Success

A The belief that the delivery system is deleteriously fragmented undergirds new payment models that
force groups of providers to coordinate through shared risk. To prosper in this environment, providers
will have to maximize the returns on the large investments in IT they are making to meet the Meaningf
Use mandate rooting out unwarranted variation in care, breaking down silos among providers,
managing population health and so on.

© 2010 The Advisory Board Company0392 Source: Advisory Board analysis.



Road Map for Discussion

I American Health Care Circa 2019?

I I National Roadmap for Reform

| | I American Health Care Circa 2010
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LongRun Benefits of PPACA Outweigh Costs

Cumulative Impact of PPACA on Hospital Revenues

$120B

——— [T [ 7]

($4.5B) ($9.2B) ($13.9B) ($19.2B)

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

O Hospital FFS cut @ Independent Payment Advisory Boal
@ DSH reductions B Readmissions Reductior

@ Shared Saving: m Decreased Bad Dehb

W Increased Utilization
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Legislation Only One Part of Health Care Reform

Delivery System Reform Timeline

| Independent
Core Meaningful ICD10 Coverage Readmissions Payment
Measures Use Conversion Expansion Program Advisory Board

Never Events Physician Group Acute Care Shared Bundled
Campaigns Practice Episode Savings Payment
Demonstration Demonstration Program Program
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