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Core Themes of Healthcare

Proposed Method

Expand Medicaid

Subsidies for moderate income individuals

No exclusions for pre-existing conditions
Coverage Create new market competition for health insurance
Individual and employer mandates

Expand

Increase payroll taxes on high earners
Paying for Tax on “Cadillac” plans
It Disproportionate Share Hospital (‘DSH”) payments reduced
Drug companies, medical device, and health insurers assessed fees

Reduced payment for hospitals with high readmission rates
Value-based purchasing (“VBP”) program - hospitals and physicians
Further payment reductions for healthcare - acquired conditions
Increased payments for primary care services - more for shortage
areas

Medicare Bundling “Acute Care Episode” pilots

Accountable Care Organizations (“ACO”)

Payment
Reform

Delivery

System CMS Center for Medicare and Medicaid Innovation (“CMI”)
Reform Medicaid payment demonstration projects
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“Actually, these aren’t bad times 1o be delusional.”

THE NEW YORKER, AUGUST 16 & 23, 2010
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Ins e Provide

Moving to Matc

Medicare

An outcome of pressure to reduce premiums, commercial health plans will be
forced to reduce their HMO and PPO reimbursement rates to levels
approximating Medicare. As a national average, the combined impact is
estimated to be a 25 percent reduction to hospital contribution margins and a
situation in which the resulting margin is significantly below the current

breakeven level as shown on the chart below:

Curment Broaheven

Tetal Contrusion Margin
Total Contribution Margin

Payer Type

How to achieve new breakeven level?
= Accountable Care Type of Organization
= Clinical Integration/Operations Improvement
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= Reduced = Health plan . T

= Investment

health plan consolidation requirements income
benefits = Medicare/ Administrative evaporated

Physician Medicaid cuts requirements (retirement)
group = Limits on joint Supply costs ‘Younger

consolidation ventures Employee

physicians

benefit costs expect more

Patient - Physician
L]

Volume x Revenue Expenses - Imeome

Fewer Inadequate Continued

Patients Reimbursement Increase —
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In Expenses (‘,\ !

Hospitals and Systems are Employing More Phys

= Hospital employment of physicians has
increased rapidly in the last five years:
» As recently as 2005, over two-thirds of
medical practices were physician owned
» By 2008, less than fifty percent were
physician-owned
= Factors driving physicians to seek employment
include:
The growing emphasis on patient safety and
quality
Changes in government payments to
doctors
The expense of an electronic medical record
Desire for economic stability without the risk
of buying into a practice
souee o AIES VI (89111859 SR e
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Fewer Private Practices

More doctors are joining
hospitals and health systems
rather than go into private
practice.

Percentage of medical practices
owned by ...

80%

K Doctors
80
50

—_—
‘02 '03 ‘04 ‘05 06 '07 '08

Source: Medical Gro:

Managerment Association
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an Alignment Solutions

Concerns Solutions

Economics
m Subsidy of affiliated physicians ($80K to = Improve management of hospital-affiliated
$100K per physician) practices
Readiness for bundled payments and m Restructure physician organizational model (e.g.,
accountable care organizations clinical integration, accountable care delivery
Primary care base to feed specialists systems)
Pay for physicians’ ime Revenue cycle redesign/improvements/leverage
Physician Leadership
= Engagement on quality initiatives Defined leadership path for emerging leaders
= Engagement on cost initiatives (e.g., education and experience)

= Collaboration on practice operations L] X of in decision-
improvements making (e.g., governance, co-management)

» Leaders to guide/expand physician-hospital Redesign of physician leader incentive
relationships compensation (e.g., cost, quality)

Physician Retention

m Succession planning for aging medical staff Expanded affiliation model (e.g., employment,
= Loyalty of private practice physicians foundation)

Cl strategy

Nurture culture of mutual respect
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ealth Plans See C Providers

ges Coming al

m Implications for Providers

Soft demand for elective procedures

Bad debt pressure on providers

More price shopping for services

Continued increasing use of the emergency
medical services

Continued consolidation of providers;
hospitals, physician organizations, and

outpatient providers = i N7}
» Payer/Provider collaborations, partnerships, A o
and horizontal and vertical integration \
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NEWS FLASH

Health Plans Acquire
Physician Management Groups
= June 28, 2011: Highmark Inc. to acquire West Penn Allegheny Health
System
= June 8, 2011: WellPoint Inc. to buy CareMore Health Group
» CareMore provides managed care to 54,000 elderly

= November 22, 2010: Humana Inc. to buy Concentra Inc.
» Concentra provides urgent care, physical therapy, and wellness services
from more than 300 medical centers in 42 states. Concentra operates in
more than 240 medical facilities.
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So Let’s Look at the Health Plans Changes
Anthem &

Health. Join InX*

UnitedHealth Group

Unrethorans “dOPTUM

it e, b g e

MEBIGITY

Cefinity*

ACT\VEHEALT}:{_

Aetna Student Health

MEDICA.
Ll

BlueShicld
T
JR———————

Health and Wel. | Soncenira STPHARTY
Being Services
Humarr's Ouerarching Srategy

Retail

Employer Group | CORE

BUSINESS Other Insurance
Other Businesses. -
Core Businesses Leveraging Emerging
Core Asset: Adiacencies
P —— —

New Paradigm: Increase the Defined Population We Care For

Surgical Specialists

Medical Specialists
Patient Responsibility

Defined Population

Likelihood of Inpatient Stay or Cost
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Impact of Healthcare Reform and New Care/Payment Models

Cost

Volume-driven
Healthcare

N

Value-driven
Healthcare

Quality

Source: Certer for Healhcare Qualty and Paymment Relorm
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http://www.aetnastudenthealth.com/default.aspx

What Are the New Models?

Physician-Hospital Integration: Driving the Value Proposition

AcO DS/
Health Plan

Bundled
Payments

Managed Care Clinical Integration

Shared Risk X )
Patient Centered Medical Foundation/

Medical Home Employed

Specialty Rhysicians/ Faculty

Co-management
Physician-owned

COE/Specialty Hospital

Institutes

Limited Full

Integration
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Nearly One-half “probably more” of Nation Now Testing Bundled Payment and

P4P, Shared Savings, ACO, Payer and Provider Collaboratives

Prometheus Pil Bundiing
5

i

e

- — |

S~ capiation

Developing Agreements
Orthopedic
Bunding v&\:w Qualty
greements
Bunding
for CABG!

Bunding Joint

Partparing in
Procedures win |————8 Prometheus Piot
“Defined
Qutcomes' Bundling Total
Knee Replacement
Denver, CO
G Bunding fo Cardiac
. Surgery
Oatoma Ciy, Ok
“ACE Cardc o
Abuauerque, MM Bunding Tou
- ACE Orthopedic. Joint Building 30 to

Tulsa, OK - ACE Cardiac Replacement 100+ Medicare

i rinpee o unding for Pioneer and S
rosie Surgery an

San Antonio, TX~ ACE

Soutces: Adisory Board Campary, Commonwealih Funt SR

THE CAMDEN GROP




Patie entered Medical Home Initiatives

“Whenand how" based on patient
preference and needs

Proactive in identifying

patient needs
Ensure patients have goals for
their care and responsibility for
health related behaviors
Processes assure smooth
transition of care and
communication between
providers (across
continuum)

Metrics used to define performance:

quality, access, efficiency

Culture of continuous improvement

Clear lines of authority/

responsibility and process for
decision-making

Patient-Centered
Quality and
Efficient Care

Team orientation

Work to top of license
Share resources to maximize
effciency

» Orientation and training
fecllties Standardized roles and work flows

Aligned providers

Facilitate physician-physician
communication

and Technology

Facilities support teamwork,
and efficient work flow
Technology facilitates aims of

care model
THE CANDEN GROUP sz 1 10

= Next Step for COEs? Co-Management Model Design

Hospital Board

Physicians
Investors
Contract 50 percent
Service
Agreement

Management Company, LLC

Service Line

®  Management company governance is typically equally split between the Hospital

and physician investors.

m  Equity split does not need to be 50/50, but typically is. The goal is to create an
attractive arrangement for both the physicians and the hospital. The equity
arrangement determines the distribution on returns.
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Building the Foundation for Shared Risk: Bundled Payment

Inpatient Episode Payment Models

Bundled Payment
Payer

Fee-for-Service
Payer

Payer provides
single payment
intended to
cover costs of
entire patient
hospitalization

$ 8 s~
g N €
Surgeon
Hospital ) \” 3 < LL
Anesthesiologist Hospitalist Hospital Inpatient Physicians

Consulting
Physician
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Value-based Payment Models

Well established measures = Modest investment in processes
Programs are available through and systems to gather data
Medicare and private payers Bonus payments are small
Builds competencies for clinical

quality management

Pay-for-Performance
("P4P")

It works! Improves quality while Culture change to team-based care
reducing costs Significant investment in resources
Patients and families love it for clinical support staff

Improves physician and staff Less applicability in small practices
satisfaction because of resource requirements,
but virtual models are being
created

Payment models are not always
aligned to cover infrastructure
investments

Medical Home

Physician partnership in
management functions around
Co-management quality, cost management, and
operations

Improved physician satisfaction

Limited financial incentives

THE CAMDEN GROP su012 1 2

Value-based Payment Models

= Improves quality and physician = Not appropriate for every market
satisfaction = Requires additional IT and
Bundled Payment = Can move market share infrastructure development

Increases physician payment
Improves efficiency and cost

= Aligns independent and employed = Requires establishment of clinical
physicians care management capabilities
= Improves quality and cost inclu_din_g care protocols and
Clinical Integration monitoring
= Substantial investments in IT for
disease registries and patient and
physician portals
= Improves costs and quality = Model only works with volume
Accountable Care = Meaningful financial incentives in.cre.a.ses or cost reductions
Organization = First move-advantage in some = Significant culture change
markets = Capital requirements for IT and
staff are substantial
THE CANDEN GROUP sz« 2

Clinical Integration/Accountable Care Roadmap

Destination:
Better Health. Better Care. Lower Cost.
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Definiti Clinical Integratio

“Clinical Integration is defined as the extent to which patient care
services are coordinated across people, functions, activities,
processes, and operating units so as to maximize the value of services
delivered. Clinical integration includes both horizontal integration (the
coordination of activities at the same stage of delivery of care) as well
as vertical integration (the coordination of services at different stages).”

Shortell, S.M.: Remaking Health Care in America: Building Organized Delivery Systems, First Edition,
Jossey-Bass Publishers, 1996

“An active and ongoing program to evaluate and modify the clinical
practice patterns of the physician participants so as to create a high
degree of interdependence and collaboration among the physicians
to control costs and ensure quality.”

FTC/DOJ Statements of Antitrust Enforcement Policy in Health Care, #8.B.1 (1996)
hittp:/fwwweftc. c/industryguide/po nents.htm
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at tl

FTC Looks For (No Cooki ter Approac

Components of CI:
® Mechanisms to monitor utilization, control costs, and assure quality of care

Selectively chooses physician participants

Significant investment of monetary & human capital*

“The use of common information technology to ensure
exchange of all relevant patient data

The development and adoption of clinical protocols
m Care review based on the implementation of protocols
m Mechanisms to ensure adherence to protocols.”*

The Agencies: FTC & DOJ
= Are committed to eliminating unlawful restraints on vigorous price and non-price
competition in physician markets

= Do not suggest particular structures with which to achieve clinical integration

*FTC/DOJ Statements of Antitrust Enforcement Policy in Healh Care, #8.5.1 (1996)
“*FTC/DOJ, Improving Health Care: A Dose of Competition Ch. 2, p.37 (July 2004)
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Cl Infrastruc

m Goals of improving quality and efficiency

= Multi-specialty network

Functioning physician committees

Guideline (protocols) agreed upon for all
participating specialties

Performance standards and metrics

Monitoring of performance

Performance incentives

Sharing of clinical data across network

Referral tracking and management

Health information exchange and disease registry
with analytic capabilities

Care coordination and management

Accountability

Commitment to continual redesign of care
rocesses

CAMDEN GROUP



http://www.ftc.gov/bc/healthcare/industryguide/policy/statement8.htm

- What's in it Fo

Health Systems? Physicians?

m Enhance linkage and alignment m Access to electronic tools to

with physicians enhance patient care efficiency
= Facilitate implementation of = Opportunity to earn additional

quality improvement initiatives compensation from shared
= Consistent “branding” to patients savings

and payers m Enhance market positioning and
m Expand physician leadership in [P Wit

clinical care redesign = Enhance satisfaction with clinical
= Opportunity to earn additional G2ty el

compensation from shared = [ncrease ability to deliver

savings outcomes, quality care, and

- . patient satisfaction

m Increase ability to deliver

outcomes, quality care, and
patient satisfaction
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Cl — Market Drivers and Organizational Strategy

Why Pursue Cl Development 1/
m Form a partnership between physicians and hospitals to
achieve better patient care and reimbursement
Community and payer recognition for quality of physicians
Provide an alternative to employment for physicians
Stabilize and improve income for all

Enable physicians and other providers to earn payment and performance
incentives for effective patient care

Establish the network and infrastructure that enables coordinated care and
sets stage for “accountable care” and whatever comes next

Attract new independent physicians, especially primary care physicians
(“PCPs”)

Attract new patient populations and increase market share

Increase access to IT infrastructure and systems to support Cl and
population health management

THE CAMDEN GROP sa72012 1 29

Building the New Network

Improved Quality
and Access

Reduce Costs
and Waste

Population
Analytics

Medical Clinical Continutm
Management . |ofcareand
Protocols

Tools Transitions

Care Information Payment Incentives/
Models |  Technology Models Metrics

Delivery . Governance and
ClIACO Provider
Wi Assessment Education EELEiEE
Development Structure

Employees
Medicare Defined Population Health Plans
THE CAMDEN GROLP Self-funded Employers
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Success Factors

Lessons Learned

= |simportant to be physician-led, physician driven

m Engage the administrative and clinical leaders in the organization who have
insight, persuasive capability, and enthusiasm for accountable care
and the steel to motivate and navigate the collective through the challenges
ahead

Do not underestimate the challenges and importance of robust IT
connectivity/infrastructure along the continuum of care

Decide upon the philosophy and goals for the delivery system first
(e.g., care models to be primary care-focused), then design the economic
incentives to support the behaviors

Weave financial model planning and implementation with care

model/protocol development and execution so that each supports and

reinforces progression of the other
Clinically integrated delivery systems are a work in
progress that take relentless focus, diligence, and

ongoing communication

THE CAMDEN GROP 2012

ritical Success Fact New Models

m Care delivery network
» Full spectrum of physician specialties, hospital and sub-acute care
» Other diagnostic/treatment services
» Care management
» Incentive/Payment structure, and organizational comfort with managing risk
m Infrastructure
Physician leadership
Data warehouse/population management capabilities
Ability to capture financial and clinical data
Real-time reporting and alerts
Entity for contracting and distributing payments
m Willing payer
» Incentives for shared savings, P4P
» Shared risk (narrow network products)
= Focus on redesigning clinical care delivery across the continuum to find new
ways of improving efficiency, service, and quality.

THE CAMDEN GROP
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cal Success Fact

for Engag

ng Physicians

Emphasis quality, but with increased reimbursement for extra work

Provide assistance with technology cost and adoption

No mandate to adopt full EMR or manual entry of data into registries

Early education regarding...why and what's in it for me/us?

Multiple contacts at medical staff, departmental, practice group meetings and
paper/fax/email communications

Multiple small group meetings with presentation on concepts, discussion by physician
and hospital system leaders, chance to ask questions and hear what colleagues have to
say

Including physicians in meaningful roles in every step

Each planning committee should be predominantly composed of physicians

physicians leaders should be chosen from all major areas of the service continuum and
should have the respect of their peers and the skills to be good communicators of
complex concepts

must be armed with the tools to be able to clearly explain the impetus, goals, and value
proposition to colleagues

Schedule meetings at times convenient to physicians and assuring that agendas are
meaningful

m_ Strong leadership, including physicians, to set and enforce parameters

1€ CAMDEN BROUE a0z 1+ 4
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ed Infrastructure Development

[ ° °

Clinical Quality Reporting

Disease Registries ]
Physician Leadership [
Electronic Medical Record
Evidence-based Guidelines [
Central Data Repository

Care Model Redesign
Care Management
Resources

Patient Portal/Secure
Messaging

Preferred Specialists and
Hospitalists

Clinical Decision Support at
Point-of-Care

@ e O e e 0 0 o0
® ® 06 S 06 - 0 0 - 0 0 0
® & 06 & o & ¢ 0 o o

Disease Management

Health Information

Exchange/Provider Portal ©

O Low @ Moderate @ Substantial

THE CAMDEN GROP
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Not As Simple As “Inpatient” and “Outpatient” Anymore

Hospice/Palliative Care

Home Care Management

Provides in-ome medical and palliaiive care managemen by
Specialized Physicians, Nurse Care Managers, and Social Workers for
chronicaly frail seniors that have physical, mental, social, and financial

limitaions that imits access to outpalient care, forcing unnecessary uilization of /g

hospitals.

High-risk Clinics and Care Management
Intensive one-on-one physicianinurse patient care and case
management for the highes risk, most complex of the population. As
the risk for hospitalization s reduced, patient is transferred to Level 2.
Physicians and Care Managers are highly trained and closely
integrated into community resources, physician offices or clnics

Complex Care and Disease Managemen
Provides long-term whole person care enancement for the
population using a multdiscipinary team approach

Diabetes, COPD, CHE, CKb, Depresion, bementa

Self-management, PCP

Population Monitoring
Preventive care, education and monitoring
for the community.

THE CAMDEN GROP

Complex Care and Disease
Level 1

Provides self-management for people with chronic Self-management and Health Education

disease.

Preventive Care/Wellness programs

High Cost Patient
A

New Care
Level 4 Models

Home Care .
¥ Management Required

Level 3
High-risk
Clinics

Level 2

Management

Programs

Baseline

A
Low Cost Patien
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Where Do We Start?

Cl Action Plan — Where are you and What should you do?

Invest in Capabilities

ifyou have You should

= Aligned p = Perform a gap analys

= Limited ITi e e

e gaps (1. funding from payers,

e ice private edquity, or developing

internally)

e-examine if the organ

ced a strategic pariner (..,

larger hospitallhealth system in
i capital, stronger

expertise, phys
Evaluate Your Future Direction
Ifyou have You should

Fragmented physician = Consider the need for a
relationships performance improvement

Limited IT infrastructure N0atve
nd da

data analytic = Evaluate your organization's long

term sustainability in a reformed
payment system

econdary market

= Re-examine if the organi
position 3

nization
partner (ie.

trateg|

position)

= Consider significant investments in

IT, engaging physicians in an
integrated
Limited

larger hospital/health system in the.
future with capital, stronger market

CI Capabilities

Seize the Opportunity

ityo You should:

= Primary care ph = Examine your market and
integration with

ospital

the
= Organized for and differentiate
erience with share
managed care ST
= Geographic coverage/ mercial payers
significant defined

et Build upon critical mas

ensure adequate geograp!
= Relationships with coverage
broviders along the

providers long Develop an ACO-oriened culure

Leverage Capabilities
ifyou have You should:

= Suongly aligned, = Maintain focus on performance.
affiliated physicians. improvement

tself to b
management, and efficient and improve quality.
market dominance.

= Infrastructureto support = Evaluate how the organization
T, medical can reposition e more.

= Perform make/buy analysis as a

= High costs requiring mechanism to advance more
performance quickly toward an ACO model
improvement

= Access to capital

= Organizational culture
that s willing to adapt

Comprehensive
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Recommended Strategies Need to Al g Payment System

Short-term (One year) Mid- and Long-term (2 to 5 years)
Heads in beds System CI

Key Objectives m Build trust m Access new patient populations
m Increase loyalty m More effectively manage current
= Expand and strengthen populations across the continuum

primary care base m Increase market strength and
= Solidify specialist financial performance

relationships at each

hospital

[ primary Stategy |

Support Services Primary Strategy Secondary Strategy

Service Agreements Primary Strategy Secondary Strategy

Employment Primary Strategy

Clinical Integration Plan/Implement Primary Strategy
ACO Plan/Implement Primary Strategy

Payment Systems || Capitation
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Addressing the Full Continuum
Clinical Integration and Accountable Care

Post-acute Care Episode Bundling

Outpatient

Hospital inpatient | | Long-term || npatient Skilled

e Specialty Care and Hospital Rehab Nursing
Care) Cars) Ambulatory Acute i Hospital Facility
Physicians || Physicians [ | Ag0ter i pS 2o

Centers

Acute Care Bundling
i
Medical Home

sociation (AHA) and HAP (sep

©Cartoonbank.com
C
-
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Teresa Koenig, M.D.

155 North Wacker Dr., Suite 3600
Chicago, IL 60606

Office 312.775.1700
TKoenig@TheCamdenGroup.com

Eric T. Nielsen, M.D.

1882 S. Winton Rd., Suite 8
Rochester, NY 14618

Office 585.512.3900
ENielsen@TheCamdenGroup.com

15



