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Let 0s Begin with the

We Canot Really Predi

Previous Predictions Prove Problematic, e.g.:

AGroup and Staff Model HMOs will be the dominant model

AFee for service is dead and capitation will dominate

AalyI 3SR OFNB O2YLI yASa gAftf aaz2ft gS¢ GKS LINRC

AVertically integrated health systems will combine physicians, hospitals and insurers in a single
corporation

AThe Internet wildisintermediateboth providers and managed care companies from consumers

AThe majority of physician practices will be owned bydmfit management corporations

A NPOARSNE alLlRyaz2NBR 2NBEBFYATIIGA2ya oAt aOdzi
directly

AHealth benefits will be provided through defined contribution plans
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The Biggest Key Issue:

The Wheels Came Off the Economy

A The recession is the worst in decades and affects everything

A Even the health sector is affected
A On the other hand:

i The healthcare sector makes up 16.2% of GDP, so is an economic force
of its own

i Though some layoffs are occurring, employment remains relatively high
in the health care sector

A The effect on the health care sector is not uniform, especially
on:
i Health plans
i Hospitals
i Physicians
i Consumers
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The Immediate Impact of the Recession on Health Plans

A Health plans have high cashflow, with low dependency on credit
A Health plans were relatively shielded from the initial downturn in
the investment market
I Conservative investment portfolios
I High use of low yield short-term bonds
I Steep declines in investment income
I Stock prices of publicly traded companies fell

A Pressure on underwriting gains markedly higher now
I Investment income no longer can cover losses in operating margin

I For example, fourteen NFP BCBS plans had negative underwriting
margins in 2008, * with three of those having negative net margins as well

I Market dynamics ultimately may make costs accelerate, not decrease

* Source: Oppenheimer Equity Research, April 20, 2009; http://www.opco.com/public/capital_markets/equity_research.html
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The Primary Effect on Consumers: Fear

A Recession results in job losses, decreased incomes, shrunken retirement
accounts, etc.

A Economic fear has a major impact on consumer behavior

A Even consumers who are fully employed are cutting back on spending, further
depressing the economy

[ | Very likely M somewnhat likely [ Nottoolikely M Notatall likely

Thinking about the next 12 months,
how likely do you think it is that you 13% 26%
or someone living in your household
will lose a job or be laid off ?

If you or someone living in your
household were to lose a job, how 13% 30%
likely is it that you would find another
job that is just as good?

Thinking about the next 12 months,
how likely do you think it is that you 229 239%
or someone living in your household
will have work hours cut back?

Source: Kaiser Health Tracking Poll (conducted Feb. 3-12, 2009)
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Consumer Fear Reaches into Healthcare

A Harris Interactive reports that half of U.S. adults (48%) are very to extremely worried
about having to pay more for their health care or health insurance, and only 8% are not
worried at all ( Harris Interactive.com, March 9, 2009. www.harrisinteractive.com )

Exacerbated by increased cost sharing
A Reductions not only in elective procedures, but preventive and chronic care
A May have long term negative consequences

T

HHMember wlllose]obn e 3monins In the past 12 months, have you or another family member living in your household done

each of the following because of the cost, or not?

Delay/cancel healthcare treat for a child
<15
Relied on home remedies or over the counter

drugs instead of going to see a doctor

Delay/cancel therapy Skipped dental care or checkups

35
Delay/cancel elective surglcal procedure Put off or postponed getting health care you needed
21

Skipped a recommended medical test or treatment

Delay/cancel diagnastic test . o -
Not filled a prescription for a medicine

Delay/cancel doctor visit for minor Cut pills in half or skipped doses of medicine
Ilness/injury

Had problems getting mental health care

Delay/cancel routine doctor visit

Difficulty paying for healthcare/Insurance
' Source: Kaiser Health Tracking Poll (conducted Feb. 3-12, 2009)
0.0% 5.0% 10.0% 15.0% 200% 5.0% 30.0% B.0%
Source: fAThe Current Re i yRd)d Healthcare
Consumers, 0 Thompson Reuters, Artl 15, 2009
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At the Same Time that Changes in Benefits Design

Replaced Traditional Medical Management

A Increased cost sharing: Cominail

i Deductibles AO<Innly on T_P:!

i Co!oayments Me"ﬂ(‘jri';;m't -

I Coinsurance Director!

i Caps and annual/lifetime limits o

I Exclusions

I Tiering

i Provision of i nformation and At ool s

A No uniformity
A Very mixed results, if measured at all

CDH w/ pre -tax funds most attractive to wealthy and educated
Many provide little or no cost -sharing for basic prevention
Early data does not show negative consequences

No long term data exists

A Value-based benefits design
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Uninsured on the Increase

A Many small employers drop coverage in the face of breathtaking
premium increases

A Increases in numbers of individuals who decline to take up when offered
by employer

A Job losses from corporate restructuring, downsizing, or business failures
result in fewer people with access to employsased coverage

The impact of COBRA on employers

Medicaid takes up some of the slack
0 Increase in number eligible
0 Offset by eligibility tightening due to budget constraints
d $87 billion in stimulus bill for Medicaid:

A Increase in SCHIP eligibility
A Some help to states to help avoid reducing eligibility

To o
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Rising Unemployment Hits States Twice

1% increase in unemployment also = $3.4
a 3-4% decline in state revenues
Lo 11 State
Increase in National
Unemployment Rate ; . Federal
Increase In Increase In
Medicaid and Uninsured
SCHIP (million)
Enrollment
(million) Increase In
Medicaid and
Source: Stan Dorn, Bowen Garrett, John Holahan, and Aimee Williams, Mediicaid, SCHIP and Economic Downturn: Policy  SCHIP Spending
Challenges and Policy Responsesprepared for the Kaiser Commission on Medicaid and the Uninsured, April 2008 (bl"lon)

expecteven moredownward pressures on payments to providers
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IS Not a Good Thing for Hospitals

Hospital Payment Shortfall Relative to Costs for
Medicare and Medicaid, 19972007

B Medicare W Medicaid
2 sm0-

2 515
@ $20-

1887 1698 1089 2000 2001 2002 2003 2004 2005 2008 2007

Source: AHA Annual Survey, 1997 - 2007. Data for community hospiisls,

And as a special bonus, they pay latg!
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Hospitals and Health Systems

Themselves are Hard Hit

A Hospitals

and health
'

systems,
A Over 50% of hospitals in the red 1Q 2009 (Thompson Reuters Press Release, March 3, 2009

once felt
Costs are incurred before payments received
i Consumers are delaying or
i Increases in bad debt and problems with collections

A Increases in high deductible plans

forgoing
A Increases in numbers of uninsured

el ect i

A Effect of recession on consumers ability to pay out of pocket
Increases in uncompensated care

Percent of Hospitals Reporting a Moderate to Significant Increase in
Uncompensated Care and Need for Subsidized Services in Past 3
Months Relative to Projected Levels, November 2008

Uncompensated
Care as a Percent
of Total Revenues

I I
-0.6%
| 0.7%
Community Needs -1.0%
for Subsidized 2% 10%
Services

Percent Change in Volume, 3 Quarter 2007 to 3" Quarter 2008

T T T
0% 0% 20% %
B Moderate Increasa

1.4%
40% 0% % Discharges
Significant Increass

Solrte: MHA (November 2003). Rapid Respansa Survey, The Economis Crsls Impact on Haspials.
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Inpatient

" Emergency Visits
Surgeries

Ambulatory
Surgery Visits|

Source: DATASANK, 557 hospitals reparting data for bot 39 Quarter 2007 and I Quarter 2006 5 of November 11, 2006
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Hospital and Health Systems Require Greater

Access to Capital, Which is Now Harder to Get

A Investment portfolios suffered declines and write -downs, resulting in loss
of investment and endowment income

A Access to capital market is sharply reduced for hospitals, much more so
than for health plans

A Costs more to get if they can access it

Percent of Hospitals Finding Access to Capital More Difficult

Tax-exempt Bonds V3 45% 31% 12%
13%
Banks/Financial 249,
Services Companies
1%
Philanthropy M% 49% 9%

Bl No Access M Significantly Harder B Somewhat Harder © Same or Easier

Source: AHA Report on the Capital Crisis: Impact on Hospitals, January 2009
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Salaries and benefits are relatively fixed

Most

Facing continually increasing IT costs, made worse by required changes in coding,
partially offset by federal funding

Hospitals significantly reducing capital expenditures

Many considering closing necessary but unprofitable services such as burn units,
MH/CD units, etc.

ToTo o o Iw

Percent of Hospitals Postponing Capital Projects F:;Z‘?I‘;n‘:i?:%‘;‘i?;? Jﬁflcgﬂ?grﬁ?é’cfffﬁﬁjﬁ “Very” or “Somewhat
because of Economic Situation Sncortainty abot Future Economic

Postponed Capital Conditions

Projects Planned 45% Decline in Operating Performance

to Start within 6

Months
Usual Sources of Capital Unavailable
Decline in Value of Reserves
Interest Rates too High
Stopped Capital
Projects Already in 13% Bond Rating Downgraded [JECERLS]
Process

WVery Important H Somewhat Important

Source: AHA Report on the Capital Crisis: Impact on Hospitals, January 2009
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Layoffs occurring, but 4.7 million emp
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At the Same Time, Hospitals Face New Competitors

A Single specialty hospitals

May have physician equity positions
Attract non -complex patients with insurance or Medicare

Not only loss in high margin revenue, but increases cost of keeping surgeons
happy

A Physician office-based proceduresi same dynamics

A Medical tourism

T
T

Two markets: uninsured and insured

Some plans offer to cover travel and provide better benefit for use
of accredited, less expensive offshore provider

Potential for similar U.S. based competition, but barriers exist
Not a major issue yet, but potential is there
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So Increasing Rates with their Largest Payers is

the Top Contracting Pr

Thinking about your health plan contracting priorities over the next year,
please rank each of the following issues in the order of importance to your
organization’s success. 1 is most important and 8 is least important.

Increase rates with largest payor

Increase rates with 2nd and 3rd largest payors
Shifting market share from one payor to another
Better claims processing and payments

Better reimbursement for carve-outs

Better rates for physician groups

Better contract language with your largest payor

Better Medicare Advantage rates

Source2009PayorSurvey Davies Public Affairs; http://www.daviescommunications.com/downloads/2009DaviesNationalPayorSurvey.pdf
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éeWhi ch Means WiHH&vUpChar

o

Cost shifting to commercial payers will increase to even higher levels

o

Reports of demands on health plans by hospital systems for 15% 30% payment
increases in some parts of the country

o

Hegemonic regional systems able to obtain differentials as high as 30% if not morée
High charges for DRG outliers 7 will be exacerbated by CMS change to MSDRGs
Increases in FFS charges for outpatient procedures

To o

Community Hospital Paymei-Cost Ratios,
by Source of Revenue, 132006

140% 1

130% _—
120% 1 \J

110% -

100% 1 — - -
P T ~ 7 ~o

90%

Private Payers
----Medicare
—— Medicaid
"% —————— T T T T T T T T T T T T T T T T T T T
1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006

Source: American Hespital Association and Avalere-Health, Avalere Health analysis of ZOOéMAﬁ]eZic
. Hospital Association Annual Survey data, for community hospitedsidwatch Chartbook 2008, 16
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Whatta Ya Gonna Do?

A Even if utilization stays down, charge increases will more than make up
the difference in costs

A Need to refocus on contracting

A More reliance on P4P?
i Difficult to administer , esp. for providers
I Mixed results

A No pay for fANever Eventso
I Good idea, but
i Unlikely to have significant impact on overall costs

A Move to MS-DRGs

A Get off of charge-based outpatient facility

A Bundling payments

A Need to get creative

A Manage the effect on premiums
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Physicians Were Feeling the

Heat Even Before the Recession

Physicians have much more difficulty in passing cost
iIncreases along to payers

Physicians drop out of networks
Webre also facing a serious shorttf al

Physicians turn to hospitals
I Specialists stop covering the ED or demand incentive payments
I PCPs and general surgeons have been looking to hospitals for shelter
I Creates even more cash flow pressures on hospitals

To To o T

Percent of Hospitals Reporting an Increase in the Degrae to Which
Physicians are Seeking Financial Support from Hospitals in Past 3
Months, November 2008

Overall

Physicians see| king increase d pay for on-call
or other services provided to hospital

83%

Percent of

Above Physicians seeking hospital employment
Citing
Type of
Support Physicians seeking to sell their practice
Sought

Physicians seeking to partner on equipment
purchases

Source: m:mwm;mmmmmm Irrmman:tﬂa
Note: Natiznal, he majonty o pnysiclans are In privale
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