Financial Operations Track:
Building a Financially Successful
Accountable Care Organization

IDN Summit

Phoenix, Arizona

September 13, 2011

€)IDN SUMMIT



Agenda

Healthcare Landscape

— Current State
— Shift from Volume to Value

The Path to Accountable Care

— ACO Overview
— Key Factors to Consider When Forming an ACO

— Steps to Take in Preparing for Development of a Financially
Sound ACO

— Alternative Approaches to Pursuing an ACO

Conclusion

2 €)IDN SUMMIT



Healthcare Landscape
Current State
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Healthcare Spending Growth

- CMS Projections for National Healthcare Spending
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Source: CentersforMedicaid & Medicare Services - NHE Projections 2008-2018, Forecast Summary and Selected Tables
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Premium Price, Poor Performance
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Healthcare Trends for 2011-2012

m Economy: Implications to providers

Soft demand for elective procedures

Bad debt pressure on providers

More price shopping for services

Continued increase in use of emergency medical services

Continued consolidation of hospitals, physician organizations, and outpatient providers

v Vv Vv VvV Vv

m Employer trends

» Employers are picking up more of the cost and are pushing alternative models (e.g., Medical
Home)

m Physician shifts
» Physicians are under pressure and are increasingly
looking to hospitals for relief
» Manpower shortages are becoming evident

m Payer changes
» Unpredictable impact of health plans
» Acquiring medical groups
» Uncertainty regarding structure and impact
of health insurance exchanges
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The Elephant in the Room: Increased Employer Cost

Why Innovate? ) Affordability
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m Reduced health
plan benefits

m  Physician group
consolidation

Health plan
consolidation
Medicare/
Medicaid cuts

Marketplace Challenges Impacting Physicians

IT requirements
Administrative
requirements
Supply costs

m |nvestment

income
evaporated
(retirement)

Younger
physicians expect

Limits on joint Employee benefit
ventures costs

)

Patient x Revenu) ==  Eypenses mm  Physician

more

Volume Income
Fewer Inadequate g  CONtinued )
Patients Reimbursement Increase N /N
In EXpenses ' y
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Potential Physician Shortages Looming

Projected Supply and Demand, Physicians, 2008-2020
1,000,000

900,000
Demand—All Specialties

800,000
Shortage=91,500

700,000
Supply—All Specialties

600,000

500,000

2008 2010 2015 2020

Source: AAMC Center for Workforce Studies, June 2010 Analysis
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Hospitals and Systems are Employing More Physicians

m 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

m Factors driving physicians to seek employment
include:

» The growing emphasis on patient safety and
guality

» 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

» Lifestyle (e.g., less call)

Source: “More Doctors Giving Up Private Practice”, New York Times, March 25, 2010

10

Fewer Private Practices

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

Percentage of medical practices
owned by ...

80%

Hospitals

'02 '03 '04 05 '06 'O7 ‘08

Source: Medical Group
Mﬂﬂﬂg&ﬂfﬂﬂf.ﬂﬁ&ﬂﬂﬂﬂﬂﬂ
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Consolidations Will Accelerate In 2011 and Beyond

m Payment reform will drive regional consolidation at service line level for
high resource intensive services

m During the Second Quarter of 2011 there were 32 hospital merger and
acquisition deals (up six percent from last quarter)

m Recent Deals

» July 2011: Lahey Clinic of Burlington, Massachusetts announced it
will merge with Northeast Health System and form the Lahey
Health System

» July 2011: Saints Medical Center of Lowell, Massachusetts
announced it will be bought by Steward Health Care System, LLC

» July 2011: Quincy Medical Center filed for Chapter 11 bankruptcy
and announced it will be acquired by Steward Health Care System,
LLC

m Expect increased mergers, closures, and conversions

m Characteristics of survivors:
» Provide high value (quality, cost)
» Clinically integrated

» Geographically distributed primary care physicians (“PCPs”) and
access points

» Operate at 90-95 percent occupancy with high throughput
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Healthcare Landscape
Shift from Volume to Value
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Volume-driven to Value-driven Payment Transition

A
Cost
Volume-
driven
Healthcare
Value-driven
Healthcare
>
Source: Center for Healthcare Quality and Payment Reform Q u al i ty
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The One-two Punch

i

£PATIENT PROTECTION
o AFFORDABLE CARE ACT

1. Expand coverage

2. Payment reform
3. Delivery evolution

14

CENTERS for MEDICARE & MEDICAID SERVICES

1. Better individual care

2. Better population health
3. Lower cost
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Court Challenges to the Accountable Care Act

No..court
challenges

to my health
reform law.. i — -

t
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ACOs - Core Requirements Identified in the Proposed Rule

Clinical reporting m

Patient-centric m
|
|
|
|

Physician-led n
[ |
[ |

Financial stability m
|
|
|

16

65 Quality measures: must be able to report on all measures the first
year
50 percent of PCPs must meet meaningful use (“EHR”)

Patient retains choice of providers
Patients must be informed; may opt out
CAHPS measures of satisfaction

Shared decision-making; coordinated care
Seat on governing body

Governed by participants (minimum 75 percent)
Physician-led quality/process improvement
Medical director

Must fund own infrastructure

Proof of ability to repay losses

Must take risk for losses by third year
Preference for larger patient populations
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Paradigm Shift

Philosophy/Expectations: Privilege

Incentives: Do more Appropriate care
Volume: Admit, readmit Admit less
Patient: Little self responsibility Accountability

_ _ Consolidation, hub
Delivery Model: Lots of everything and spoke

Remote monitoring, wireless, allied
professionals

Patient Care: Face to face, physician focused
Pricing: Foggy, unclear — Transparent

Case rates, shared risk pools,
bundled payments, ACO

Payment: Fee-for-service, case rates, DSH

Cost effective care delivery,
"'evidence-based medicine

17 €)IDN SUMMIT

Delivery of Care: | thi#an-y&cd need



Institute for Healthcare Improvement: The Triple Aim

B The Triple Aim™ set forth
by the Institute for

Population Healthcare Improvement:
Health

» Optimal care delivery
within and across the
continuum

» Focused on improving
the health of the
population and cost of

care
» Right care, Right place,
7 Right time
Experience ' Per Capita
of Care Costs

Source: http://www.ihi.org/IHI/Programs/Strategiclnitiatives/Triple Aim.htm
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http://www.ihi.org/IHI/Programs/StrategicInitiatives/TripleAim.htm

New Paradigm: Increase the Defined Population We Care For

High

Medical Specialists

Likelihood of Inpatient Stay or Cost

Patient Responsibility

Defined Population
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Winners and Losers in the Healthcare Reform Environment

Winners
m The Uninsured: will gain coverage

m Big Pharma: more insured = more affordability of expensive medications
m Medicaid Recipients: expansion of Medicaid

m Trial Lawyers: plenty of lawsuits and appeals to go around

Losers
m The Insured: higher premiums, fewer subsidies

m Physicians: more quality transparency, less reimbursement
m Wealthy: Medicare payroll tax, income tax hikes

m Hospitals: reimbursement pressure, cost escalation
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The Path to Accountable Care:
The Journey Begins: Factors to Consider
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Accountable Care Organization Definition

Accountable Care Organization is an organization that:

m s willing to take responsibility for overall costs and quality of care for a
population

m Can provide primary care and basic medical/surgical inpatient care

m Has the size and scope to fulfill this responsibility

ACOs could be:
m Large group practice

m Networks of individual practices (IPA)

m Partnerships or joint venture (“JV") arrangements between hospitals and
ACO professionals (PHO)

m Hospitals and health systems employing ACO professionals

m Such other groups of providers of services and suppliers as the Secretary
determines appropriate

23 €)IDN SUMMIT
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ACO Proposed Payment

Hospital R Outpa_tient
SNE Clinics/

Home Health
Rehab

m ACO responsible for:
» Clinical care management (clinical integration)
» Capture data for continuum of care
» Measure and monitor costs and quality

24

Eehavioral Medicind
\ Pharmacy

«

Infrastructure
(Provided or Contracted
ACO Operations)

m Information Technology
» EMR, CPOE, PACS
» Data warehouse
» Reporting
» HIE

m Care Management

» Hospitalists and
Intensivists

» CMO

» Disease management

» Clinical protocols

» Advanced analytics and
modeling

» Call center

» Utilization management

» Knowledge management

m Health Network
» Delivery network

m Financial/Payment
Systems
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Sample ACO Payment Calculation

An

must meet

Quality Standards Met? Yes No Yes quality
standards

Cost Savings Achieved? No Yes* Yes* S
achieve cost

_ _ _ savings

Medicare Medicare Medicare to earn

Medicare FFS Payment Fee Fee Fee bonus
Schedule Schedule  Schedule payments

$ ¥ ¥

ACO Bonus Payment No No Yes
that year? X% of
Savings**

* Actual costs for “assigned” population are less than pre-set expected costs based on risk-adjusted trends
** PGP demonstration gave groups 80 percent of savings; actual split for ACOs to be determined
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Industry Reactions to CMS ACO Regulations

Reactions to Initial ACO Ruling on March 31, 2011
m “Many of our members are disappointed with the design of the

m% ACO program as proposed. Substantial changes are needed to
B make the program operationally viable and attractive to
potential participants.”
AMA m “We strongly urge OIG and HHS to address a number of

£

barriers that remain in the context of federal and state program
integrity laws that will inhibit or chill the development of the
Accountable Care Organizations (“ACOs”) that were not fully
addressed in the proposed rule.”

AMERICAN 3
MEDICAL
ASSOCIATION

m “We believe that care must be taken to build on — not turn back
A st — progress that is being made in the private sector to achieve
[accountable care]”

26 €)IDN SUMMIT
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Industry Reactions to CMS ACO Regulations (Cont.)

Reactions to Initial ACO Ruling on March 31, 2011
m The Mayo Clinic "is not going to participate in a Medicare

é\ﬁkg?c accountable care organization under the circumstances
W proposed.”
- Douglas Wood, M.D., Chairman of Health Policy and Research, Mayo

Clinic, Rochester, MN

m “"Rather than providing a broad framework that focuses on
results as the key criteria for success, the proposed rule is
replete with 1) prescriptive requirements that have little to do
with outcomes, and 2) many detailed governance and reporting

requirements that create significant administrative burdens,”
T 1 Cleveland Clinic

-Toby Cosgrove, M.D., CEO, Cleveland Clinic, Cleveland, OH
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NEWS FLASH

May 17, 2011

Innovation Center Ahnounces

New ACO Models

m Pioneer ACO Model
» Applications due August 19, 2011
» Maximum of 30 selected

m Advanced Payment ACO Model (being considered)
» Comments due June 17, 2011
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First Glance: Shared Savings Program vs. Pioneer ACO

I

Number of ACOs

Minimum Beneficiaries

Governing Body

Patient Assignment

Eligible Specialties

Expected Start Date

Payment Arrangements

Risk Adjustment

Length of Agreement

29

Shared Savings Program

“ S S Proposed ACO Regs

None specified

5,000 Medicare FFS

Plus beneficiary

Retrospective

Family Practice, Internal
Medicine, Geriatrics, General
Practice

January 1, 2012

Shared Savings, Year 1-3
One- and two-sided risk options

Adjusted by HCC scores

Three years

Pioneer ACO

~30 organizations

15,000 Medicare FFS
(5,000 rural)

Plus beneficiary and consumer advocate

Prospective and Retrospective
Patients can opt in

Same as SSP, plus nephrology, oncology,
rheumatology, endocrinology, pulmonology,
neurology, and cardiology

Q3 or Q4 of CY 2011

Shared Savings with two-sided risk in period 1-2,
partial population-based payment in period three

Adjusted by age/sex on matched cohort

Up to five years if ACO meets certain conditions first

two years; otherwise terminated after three
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SSP vs. Pioneer ACO Maximum Shared Savings Rate Comparison

16% 15.0?:] 15-00/0

14%

Maximum Shared Savings Rate
(% of Target Expenditure)
NN o0
S =

N
X

0%

Period 1 Period 2 Period 3
m Track 1;: One-sided @ Track 2: Two-Sided @ Pioneer ACO
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SSP vs. Pioneer ACO Maximum Shared Loss Rate Comparison

16% 15.0% 15.0%
14%

10.0%

(o))
X
|

'S
X

Maximum Shared Loss Rate
(% of Target Expenditure)
(o]

x

N
X

0.0%

Period 1 Period 2 Period 3
mTrack 1: One-sided @ Track 2: Two-Sided ®Pioneer ACO
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Shared Savings Percentages Comparison

mTrack 1: One-sided ®Track 2: Two-sided ™ Pioneer ACO-Core
70% 70%

60% 60%

60% 60% 60%

Period 1 Period 2 Period 3

m Final Shared Savings Rate will be the Shared Savings Rate multiplied against
Quality Performance Score

m Track 1 and 2 assume no FQHC/RHC addition
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Shared Savings Payout Dependent on Quality Scores

Points Earned/130 X Shared Savings Earned = $ Payout

Each measure has maximum of two points; some are “pass/fail”
ACOs that fail to perform up to standard on measures may be put on
“probation”

Subject to one percent minimum savings and minimum loss rate
(“MSR/MLR?”)

Same as final Shared Savings Program rules
All Pioneer ACOs share in first-dollar savings/losses if MSR/MLR achieved

No language regarding withhold
If target benchmark is exceeded, subject to pay-back
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Accountable Care in Action

CalPERS pilot produces strong results at ten month anniversary

m Reduction of 30-day readmissions by 17 percent
m Length-of-stay reduced by nearly a half day
m Limited the number of hospital stays by 50 percent that lasted more than 20 days
m Produced estimated savings of $15.5 million over its 41,000 enrolled members
m 12 percent of population uses 70 percent of the healthcare services
VVVVerk:f,;, Care coordination through success
THE BIG of medical group, health plan, and
NUMBER hospital alignment
Bl{}#{ﬁﬁ}ﬁﬁl{l Discharge planning and follow-up
protocols
Savinge por Momber Cathefic: Elisalthears Weat

Willingness to collaborate within
interdisciplinary teams

Results from CalPERS pilot program (January 2010 — October 2010)
CalPERS Press Release, “Integrated Health Care Pilot Exceeds Expectations”, April 12, 2011
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Medicare Pilot Presents Proof Of Concept for ACOs

Billings

Dartmouth S 6,689,879 3,570,173 S 328,798 |-
|Everett $ 128268 £

|Forsyth

|Geisinger 1,950,649 S 1,788,196 m_
[Marshfield $ 4565327 S 5,781,573 13,816922 S 16154242 S 15832603 _ _mHENE
|Middiesex | |

|Park Nicollet S 5,673,177 O
|st. John's 3,143,044 S§ 8185757 S 2,598,859 —_m_
Michigan $ 2758370 S$ 1,239,294 2,798,005 § 5222852 S 5329967 wm_ =@M |
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Medicare Pilot Presents Proof Of Concept for ACOs (Cont.)

Billings 91% 98% 98% 92% 100% _mmu_HN
Dartmouth 95% 98% 92% 94% 96% sl _ wmm
Everett 86% 95% 94% 94%  100% __ mm il
Forsyth 100%  100% 96% 9%% 100% HHE_ _ N
‘Geisinger 73% 100% 100% 100% 100% _ HEEHN
Marshfield 82%  100% 98% 100% 98% _ HEEmMm
Middiesex 86% 96% 92% 94%  100% _ mm wm am
Park Nicollet 95% 98% 100% 100% 100% _ e H N
St. John's 100%  100% 96% 98% 100% HE _ =N
Michigan 95%  100% 94% 96% 98% — M _ —mm
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Medicare Pilot Presents Proof Of Concept for ACOs (Cont.)

Shared Savings vs. Quality Score
100% *® ¢ * *
* o o & ®
» ®
953% *
: %
9% -
v
R
Z 85% -
5 .
80% -
75% -+
®
7% T | T
5 S5 S10 S15 S20
Millions
Shared Savings Payment
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Should Your Hospital Form an ACO?

m There are a number of reasons why a Hospital should pursue an ACO. With
the help of an organized physician group the Hospital could:

» Increase or maintain Medicare market share

» Reduce Medicare average-length-of-stay (_“ A L Oghd improve
profitability on DRGs

» Further reduce Medicare readmit rate
» Opportunity to access shared savings

What if a competing facility creates an ACO?
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The Path to Accountable Care:
Developing a Financially Sound ACO
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Should your Hospital Form an ACO?

m Hospitals are concerned ACO shared savings may not be enough to cover the
reduction in admissions.

Market Medicare Revenue

N

- 2

Current / ACO Will this be
enough?

300 Acute 280 Acute
Admissions per - Admissions Ry
1,000 per 1,000 S

11,500 Admits 10,500 Admits
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Percentage of Hospitals that Made Changes to Weather the
Economic Storm

Cut administrative costs
Delayed capital investments
Reduced staff

Cut services

Divested assets

Merged with another facility

Other changes

Source: AHA analysis of Telling the Hospital Story survey data from 572 non-federal,
short-term acute care hospitals collected in March and April 2010.
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ACO: How Do You Generate Savings

/ Post acute, outpatient, ER use

15-20%

= Population Lower Cost Site

management
m Well care

m Chronic disease
management 50% 15-20%

m Effective use of Care Management Throughput
appropriate (Volume)
clinicians

m Medical home

m Bundled payment |

Extended hours, higher
occupancy, narrower
network

Generic use, GPO,
standardization

|
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Understanding the Population

The model starts with population data and market share assumptions to

get Year 1 estimates for each category.

System

Employees + Medicare  Medicaid Mgd Total
Service Area and Plan Type Commercial Dependents Advantage Care* Medicare Medicaid Uninsured Enrollment

Core / Primary Service Area (PSA)

Total Population 1,378,000 15,000 11,000 16,000 217,000 221,000 207,000 2,065,000

% Market Share 25% 25% 25% 25% 25% 25% 25% 25%

Market Share 344,500 3,750 2,750 4,000 54,250 55,250 51,750 516,250
Proximate / Secondary Service Area (SSA)

Total Population 773,000 5,000 12,000 12,000 130,000 130,000 118,000 1,180,000

% Market Share 10% 10% 10% 10% 10% 10% 10% 10%

Market Share 77,300 500 1,200 1,200 13,000 13,000 11,800 118,000

Estimated Enroliment 421,800 4,250 3,950 5,200 67,250 68,250 63,550

Estimated Pct. in Each Category 65% 1% 1% 1% 11% 11% 10% 100%

43
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Where is the Revenue?

Once identify population, need to apply claims cost, integration savings
potential, and estimated contracted opportunity by category.

System
Employees + Medicare Medicaid Mgd
Population Commercial Dependents Advantage Care* Medicare Medicaid Uninsured
Estimated Number Individuals 421,800 4,250 3,950 5,200 67,250 68,250 63,550 634,250
Projected claims cost pmpm $350 $350 $900 $450 $900 $500 $400
Projected annual claims cost $1,771,560,000 $17,850,000 $42,660,000 $28,080,000  $726,300,000  $409,500,000  $305,040,000 $3,300,990,000
Clinical Integration Savings Potential
Low 2% 2% 5% 2% 5% 2% 2%
Mid-Low *** 4% 4% 10% 8% 8% 4% 8%
Mid-High 8% 8% 15% 14% 14% 8% 14%
High 10% 10% 20% 20% 20% 10% 20%
Clinical Integration Savings Potential Dollars (rounded)
Low $35,431,000 $357,000 $2,133,000 $562,000 $36,315,000 $8,190,000 $6,101,000 $89,089,000
Mid-Low *** $70,862,000 $714,000 $4,266,000 $2,246,000 $58,104,000 $16,380,000 $24,403,000 $176,975,000
Mid-High $141,725,000 $1,428,000 $6,399,000 $3,931,000 $101,682,000 $32,760,000 $42,706,000 $330,631,000
High $177,156,000 $1,785,000 $8,532,000 $5,616,000  $145,260,000 $40,950,000 $61,008,000 $440,307,000
Estimated Contracting Opportunity
Low 0% 100% 5% 0% 0% 15% 0%
Mid-Low *** 6% 100% 8% 6% 6% 20% 0%
Mid-High 15% 100% 16% 15% 15% 25% 0%
High 20% 100% 25% 20% 20% 30% 0%
Estimated Contracting Opportunity Dollars (rounded)
Low $0 $357,000 $107,000 $0 $0 $1,229,000 $0 $1,693,000
Mid-Low *** $4,252,000 $714,000 $341,000 $135,000 $3,486,000 $3,276,000 $0 $12,204,000
Mid-High $21,259,000 $1,428,000 $1,024,000 $590,000 $15,252,000 $8,190,000 $0 $47,743,000
High $35,431,000 $1,785,000 $2,133,000 $1,123,000 $29,052,000 $12,285,000 $0 $81,809,000

44
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Accountable Care Building Blocks

Improved Quality - Reduce Costs
and Access inteqration and Waste

Population Support
Analytics |Infrastructure

Medical Clinical Continuum

Management of Care and
Protocols w

Tools Transitions

Care Information Payment Incentives/
Models Technology Models Metrics

Governance and
Management

Delivery
Network
Development Structure

ACO Provider
Assessment Education

Employees
Medicare Defined Population Health Plans
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Key ACO Prerequisites - Are you Ready?

46

Robust IT infrastructure that supports real time
reporting, point-of-care support, care coordination,
population management

A compensation structure that appropriately
Incentivizes quality and cost effectiveness

Access to capital to create and support the
necessary ACO infrastructure

Ability to aggregate clinical and financial data from
all components of the care continuum, including
community physicians, hospitals, skilled nursing
facilities, home health, pharmacies, etc.
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Key Analytics Required to Plan for and Manage an ACO

m ACO budget: need historical actuarial data to develop
model for future utilization and unit cost targets

» Also need actuarial-driven model to assess
reasonableness of revenue offered in payer
agreements

» What is the ROI?

m Risk management = Utilization management

» Utilization reduction key to achieving financial
targets, but need to balance against quality goals

» Compare actual utilization to benchmarks for key
clinical areas, adjusting for demographics and risk

m Need physician referral data to monitor and manage
network “leakage”

» What are costs associated with care outside of
network?

a7 €)IDN SUMMIT
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Summary of Capital and Incremental Costs

Annual Cost

Start-up (see cash flow statement)

Capital Additions -- Equipment
Capital Renovations
Recruitment Costs
Staffing required for Start-up year, hiring staff in advance
Other Start-up Cost -- legal, consulting etc.
Total Capital and Start-up Costs

$3,403,181

Start-up Year Year 1 Year 3

$1,503,000
100,000
218,592
81,589
1,500,000

On-going (see income statement)

Capital Additions -- Equipment

Capital Renovations

Recruitment Costs

Other Start-up Cost -- legal, consulting etc.
Total Capital and Start-up Costs

$1,426,502 $1,440,544 $1,623,815 $1,828,144 $2,059,045

25,000 26,250 27,563 27,563 27,563
133,689 97,567 0 0 0
750,000 375,000 187,500 193,125 198,919

$2,335,191 $1,939,361 $1,838,877 $2,048,832 $2,285,526

48
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Staffing Summary

Ramp up of New FTEs

Compensation Incremental

Position Current Total per FTE Expense Year 1 Year2 Total
Executive Director 0.0 0.0 0.0 $260,000 $0 0.0 0.0 0.0
Medical Director 0.0 1.0 1.0 $357,500 357,500 1.0 0.0 1.0
Administrative Assistant 0.0 1.0 1.0 $52,000 52,000 1.0 0.0 1.0
Contracting and Finance Director 0.0 0.0 0.0 $156,000 0 0.0 0.0 0.0
Credentialing Coordinator 1.0 0.0 1.0 $91,000 0 1.0 0.0 1.0
Care Managers 0.0 4.0 4.0 $97,500 390,000 2.0 2.0 4.0
Clinical Informatics 0.0 1.0 1.0 $91,000 91,000 1.0 0.0 1.0
IT Project Manager 1.0 0.0 1.0 $91,000 0 1.0 0.0 1.0
Technical Administrator 0.0 1.0 1.0 $91,000 91,000 1.0 0.0 1.0
Data Interface Specialist 0.0 1.0 1.0 $91,000 91,000 1.0 0.0 1.0
Analytics and Reporting Specialist 1.0 0.0 1.0 $91,000 0 1.0 0.0 1.0
Desktop and Client Support Analyst 0.0 4.0 4.0 $65,000 260,000 2.0 2.0 4.0
Manager Provider Relations 0.0 0.0 0.0 $104,000 0 0.0 0.0 0.0
Provider Relations Specialist 0.0 3.0 3.0 $78,000 234,000 s 15 3.0
3.0 16.0 19.0 $1,566,500 13.5 5.5 19.0
Total Incremental Expense $1,566,500
Year 1 Staffing Expense $1,397,500 Note: Benefit percentis 30%
Year 1 Hiring Factor (see note 4) 70%
Expected Year 1 Staffing Expense $978,000
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Income Statement and Cash Flow Statement
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Revenue
Contracted Revenue
Grant Funding
Total Revenue

Expenses
Salary Expenses
Recruitment Expense
Legal Fees
Consulting Fees
Other
General Overhead
Interest
Depreciation

Total Expenses

Net Income (Revenue minus Expenses)

Net income from income statement

MINI- Cash How Statement

Add back: deprecation and amortization

Add back: other non-cash items

Subtract: Capital Additions - Equipment

Subtract: Capital Renovations
Subtract: Other

Add back: Cash contribution from Hospital
Add back: Cash contribution from Physicians

Add back: Loan proceeds
Subtract principal payments
Debt-Free Cash How

Cumulative Cash How

Start-up Year Year 1 Year 2 Year 3 Year 4 Year 5 Total
$0 \ $12,204,000/ $12,570,120 $12,947,224 $13,335,640 $13,735,710 $64,792,693
$0 $12,204,000 $12,570,120 $12,947,224 $13,335,640 $13,735,710 $64,792,693
$1,566,500 $1,613,495 $1,661,900 $1,711,757 $1,763,110 $8,398,350 $16,715,111
218,592 133,689 97,567 0 0 0 449,848
400,000 200,000 100,000 50,000 51,500 53,045 854,545
1,000,000 500,000 250,000 125,000 128,750 132,613 2,136,363
100,000 50,000 25,000 12,500 12,875 13,261 213,636
8,159 156,650 161,350 166,190 171,176 176,311 839,835
111,203 325,261 534,027 754,980 1,003,669 1,283,445 4,012,585
$3,404,454 $2,979,095 $2,829,844 $2,820,427 $3,131,079 $10,057,025 $25,221,923
($3,404,454)  $9,224,905 $9,740,276  $10,126,797 $10,204,562 $3,678,685 $39,570,770
($3,404,454)  $9,224,905 $9,740,276  $10,126,797 $10,204,562 $3,678,685 $39,570,770
111,203 325,261 534,027 754,980 1,003,669 1,283,445 4,012,585

F
(1,503,000) (1,426,502) (1,440,544) (1,623,815) (1,828,144) (2,059,045) (9,881,050)
(100,000) (25,000) (26,250) (27,563) (27,563) (27,563) (233,938)
($4,896,251) $8,098,664 $8,807,509 $9,230,399 $9,352,523 $2,875,523  $33,468,368
; $3,202,413 $12,009,923 $21,240,322 $30,592,845 $33,468,368
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Value-based Reporting Requirements

m Critical to have abllity to aggregate data from
Internal/external sources

» Need active reporting vs. historic reporting

m Need standardized, flexible metrics that incorporate
both outcomes and process

» Population reports that show utilization, costs, and
guality metrics

» Hospital based reports that communicate inpatient
cost/resource utilization vs. benchmarks/targets

» Physician group-based reports that track quality
metrics, outcomes, and referral patterns

m Ensure any measures related to cost containment
are linked to measures that ensure quality not
compromised
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Critical Success Factors for ACOs

Shared Savings Program

m Organizational comfort with managing risk; both tracks will move to a two-sided
(upside and downside risk) model by the end of the contracted period

m [ntegrated clinical management infrastructure (e.g., care management capability)

m Engaged physician leadership able to influence outcomes across the continuum of
care

m Effective health information management capability including the ability to deliver,
track, and document patient-centered, evidence-based care provision at the point of
service

m Aligned, broad delivery network of providers with strong primary care base who are
able to participate in/connect to the IT network of the ACO

Pioneer ACO (in addition to shared savings factors)
m Proven ability to manage risk

m Infrastructure in place and deployed to impact quality and cost
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The Path to Accountable Care:
Alternative Approaches to Pursuing ACO

ﬁ
e

Co-management Medical Home Clinical Integration

N ’/?A p‘: ‘k‘“‘;’ {
&l 4’ o D

Accountable Care
Organizations
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Physician-Hospital Integration: Driving the Value Proposition

N
High Provider
System
That
% VEREGES
C_G ts Risk
> Clinical Integration
C
O -
+— Physician E
O _ Medical Home
M® Specialty
Q. Co-management
=
COE/Specialty
Institutes
Low >
Limited Integration Full

> €)IDN SUMMIT



Care Model Needs to Evolve to Meet Patient Needs

ACO

B Ability to manage
the full
continuum of
care

B Network

B Add care managers to development
manage hospital care,
transitions of care, and
case management

Practice
Redesign/
Ideal Model

B Increase office staff to
B Patient access optimize care
coordination and

N : i
Team approach to patient education

care delivery
Today'’ s B Provide training to

0d " I!Qesources for care help staff perform at

coordination

B Single provider/patient T the top of their license
interaction uality throuah B Consistent use of
B P4P Quality Initiati il < Specialists and
SIREIEES SULENEE0Z e Hospitals that meet
guidelines standards
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Co-management Arrangements

What Are They?
m Mechanism by which a hospital and physicians jointly manage a service

m Typically focused on one clinical service line (e.g., orthopedics,
cardiovascular)

m Engage physicians to achieve the following:
» Greater operational/cost efficiencies
» Improved patient care outcomes

ANy
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Co-management Structure

m Hospital contracts with a physician organization, under which the physicians
are granted input and varying degrees of managerial authority to design and
enforce clinical and operational standards. In the basic models, the
physicians provide only their time and no other personnel or items.

STk _ Co-management Service Agreement
Group/Venture (“CO_MSA”)

Hospital

Executive
Physician
Director and
Physicians

Service
Line/Department
Director

Service Line

Co-management Committee
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Co-management Aligns Interest Without Full Integration

Physician Value Hospital Value

m Control over quality and m Improve clinical outcomes
efficiencies m Greater communication and

m Compensation for managerial Interaction with physicians
SEIVICES m Optimize service delivery

m Improved operations can lead to m Currently no regulatory
Improved physician productivity uncertainty (i.e., OIG, IRS,

m Improved outcomes can lead to Medicare)
greater personal satisfaction and m Relatively few barriers to creation
greater market share (i.e., no CON requirements, no

m Identification with a quality program new construction)

m Low capital requirements for m |s a step towards building needed
participation and low investment Infrastructure in preparation for
risk ACOs, bundled payments, and

other healthcare reform measures

58 €)IDN SUMMIT



What is a Medical Home?

Pati ent Centered Medi cal
All of a patient’s care is coordinated by a physician-led
multidisciplinary team. Access and care coordination are

facilitated by an extensive use of technology.
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Principles of Patient-Centered Medical Home

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:
guality, access, efficiency

Culture of continuous improvement

Clear lines of authority/
responsibility and process for
decision-making

Team orientation
Work to top of license

Share resources to maximize
efficiency

Aligned providers

Facilitate physician-physician

communication _ _ =
Orientation and training

Facilities Standardized roles and work flows

and Technology

Facilities support teamwork,

and efficient work flow
Source: The Camden Group

Technology facilitates aims of
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Medical Home and ACO Models Contain Common Features

m Medical home and accountable care organizations (“ACQOs”) share certain
elements:

61

»
»
>
»

Increased role of primary care

Preventive care

Chronic disease management

Need to measure and demonstrate clinical quality and patient
satisfaction

Coordination of care

Data gathering and reporting with electronic medical record ("EMR”) as
the foundation
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Employers are Developing Innovative Programs to Manage Costs

@ﬂﬂf]ﬂﬂ@

m Focused on Puget _
Sound/Seattle market Measure Compared to Baseline

m Two manufaqurmg plants; Healthcare costs of pilot participants vs. 120.0% ‘
total of 150k lives control group

m Partnered with three Hospital admissions -28.0% @
clinics to build “Ambulatory
|CU” model for 700
predicted high cost

Improvemgnt in mental functioning of +16.1%"‘
pilot participants

employees and Participants feeling that care was 17 6%"‘
dependents “received as soon as needed” '

m |nitiated in_2007; program  Average number of patient reported 56.50 ‘
expanded in September workdays missed, six months
2010

m Critical elements: Multidisciplinary Care Team (M.D. + RN Care Manager +
Clinical Pharmacist) and a Shared Care Plan

Source: Health Affairs blog October 20, 2009; Regence Practice Innovations: Boeing Intensive Outpatient Care Program
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Medical Home Pilot Results
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Pilot

Colorado Medical
Homes for Children

Community Care of
North Carolina

Geisinger
(ProvenHealthNavigator)

Group Health Cooperative

Intermountain Health Care
(Care Management Plus)

MeritCare Health System
and Blue Cross Blue Shield
of North Dakota

Vermont BluePrint
for Health

Figure 5: Analysis of Seven PCMH Pilot Programs®

# of Patients

10,781

= 1 million

TBD

9,200

4,700

192

60,000

Population

Medicaid
CHP+

Medicaid

Medicare
Advantage

Al
Chronic

disease

Diabetes

All

Incentives Results

Pay for
Performance

(P4P)

Per Member
Per Month
(PMPM)
payrment

P4P; PMPIM

payment;
shared savings

TBD

P4p

PMPM
payment;
shared savings

PMPM
payment

18%

40%

15%

11%

4.8-19.2%

6%

11%

Adapted from Fields D, Leshen E, and Patel K. “Driving quality gains and cost savings through adoption of medical homes,”
Health Affairs, May 2010; 29(5): B19-826. Appendix Exhibit 1.

MNA 5169-530
16% $516
A A
29% 571
0-7.3% $640
249 $530
12% 5215
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What is Clinical Integration?

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

What the FTC Looks For (no cookie-cutter approach)

Components of ClI

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

m The development and adoption of clinical protocols
m Care review based on the implementation of protocols

m Mechanisms to ensure adherence to protocols.”*

FTC Tests for CI
m Is the CI “real”: authentic initiatives actually undertaken?

m IS joint contracting with fee-for-service plans “reasonably
necessary” to achieve the efficiencies of the Cl program?**

FTC/DOJ Statements of Antitrust Enforcement Policy in Health Care, #8.B.1 (1996)
*ETC/DOJ Improving Health Care: A Dose of Competition Ch. 2, p.37 (July 2004)
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Clinical Integration-Wh at ' s
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Health Systems?

Enhance linkage and alignment
with physicians

Facilitate implementation of
guality improvement initiatives

Consistent “branding” to patients
and payers

Expand physician leadership in
clinical care redesign

Opportunity to earn additional
compensation from shared
savings

Increase ability to deliver
outcomes, quality care, and
patient satisfaction

|l n 1t For

Physicians?

Access to electronic tools to
enhance patient care efficiency

Opportunity to earn additional
compensation from shared
savings

Enhance market positioning and
“preferred” network

Enhance satisfaction with clinical
delivery model

Increase ability to deliver
outcomes, quality care, and
patient satisfaction
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Cl Infrastructure: What it Takes

m Goals of improving quality and efficiency

INSIDE THIS WEEK: A 14-PAGE SPECIAL REPORT ON AGEING

m Performance standards and metrics

o

m  Multi-specialty network lcan's agony
The . The mystery of Mrs Merkel
m Functioning physician committees  STOL0D 0 L0N 00D KA  Asia's consumersto the rescue?
The Greeks and those marbles
m Guideline (protocols) agreed upon for all S e e, T Rrlehin, i ST,
participating specialties ~ ,"e’°"“'“g"°a“"°a'e
This is going to hurt

m Monitoring of performance
m Performance incentives
m Sharing of clinical data across network

m Referral tracking and management

m Health information exchange and disease registry
with analytic capabilities

m Care coordination and management
m Accountability

m  Commitment to continual redesign of care processes
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Conclusions
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Shared Infrastructure Development
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Infrastructure Co-management Medical Home
> A4

Clinical Quality Reporting
Disease Reqgistries
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

Disease Management

Health Information
Exchange/Provider Portal

é Low

Nl

q\:

CIJ Moderate

q‘a q‘a Qu Q“' (__cu O« O« Qo q‘a O« O« O
O« O¢ O« Qu O¢ Qo O« O« q\a O<« O¢« O«

0

O Substantial

ACO/Managed Care

O¢ O¢ O¢ O« O« O« O« O« O¢ O« O¢ O¢ O
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How Should | Prepare for Accountable Care?

m Reduce your operating costs
» Overhead
» Clinical resource consumption
» Inpatient care workflow and redesign

m Prepare for an Accountable Care Organization (delivery system)
» What is your physician alignment strategy?
» What will your competitors (medical group, IPA, and hospitals) do?

m [nvestinIT
» aEMR, Hospital EMR,
» Assume you have: PACS diagnostic test results reporting

m Assess your market to stay close to payer activity
» Meet with brokers
» Meet with health plans
» Identify self-funded employers (including you)
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Contact Information

Gregory Shufelt, MBA
Senior Manager
The Camden Group
CAMDEN gshufelt@thecamdengroup.com
GROUP (312) 775-1712

THE
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