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Objectives

Part One
Provide a context for managing the hospital of the future
Highlight economic, clinical innovation & IT trends
Identify three overarching implications

Part Two
Becoming more specialized
Becoming more integrated
Becoming more connected
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Context




Intentional Strategic Thinking

Most strategic plans have little to do with
strategy...they are simply three-year rolling
budgets...not a pathway to substantially higher
performance.

The key to strategy is to exploit some change in yo ur
environment and ride it with quickness and skill [i €.
become intentional in your pursuit].

Becoming intentional requires speculative judgments
in a world that is confusing and uncertain.

-Paraphrased /(@/

Interview with Richard Rumelt/UCLA Professor of Strategy

Source: The McKinsey Quarterly, Member Edition, Dow  nloaded September 12, 2007
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Strategy Framework

Ch_anglng Becoming
Environment VRS E Intentional? Implementation
How will our Do we have

wr?rld - What do What are the a plan for
BlEllg I we want 5 most each KSI?

to look Important

like in things we Sources & Uses
5-10 will do?

years?

Internal
Capalbilities
What do we Can we
have going finance our

for us? plans?

tAlso known as Key Strategic Issues

©Don Seymour & Associates/All Rights Reserved
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External Forces

The Global Economy

Utilization

Clinical Innovation

Competition

©Don Seymour & Associates/All Rights Reserved IEMR: Electronic Medical Record




Overarching Assumption

New Contract From Society

Take care of more people
Who have increased expectations

And more complications

Haves & Have Nots

While providing more
complex care

With fewer resources

Are we clear?!

©Don Seymour & Associates/All Rights Reserved




Roles

Management
Lead the process
Present a “theory of the case”

Board
Participate... “Disciplined people, Disciplined
Thinking, Disciplined Action”
Approve & hold accountable

Physicians
Provide input—especially on clinical issues

©Don Seymour & Associates/All Rights Reserved
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Economic Trends




Total National Health Expenditures

Billions

Inflation Adjusted®
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Source: AHA Chartbook
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Cost/Coverage Dilemma

90 -

40 -

30-
Percent

Payment 204

10

O_

Source: CMS---from $27.5M in 1960 to $2.240B in 20 07
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Policy—Healthcare Reform

Cost Income Savings

Senate $774 Tax on “high cost Medicare & Medicaid
Finance Billion insurance” ($8K Programs?
Committee Ind./ $21K Family)

Senate $615 Savings—defer to Savings—defer to
HELP Billion Senate Finance Senate Finance
Committee Committee Committee

House Tri- $1.042 Tax on individuals (> Medicare & Medicaid
Committee Trillion $350K) and families (> Programs
$1M)

Obama $630 ?7?7? Medicare & Medicaid
Administration Billion Programs

tAll Congressional options include productivity inc reases in market basket updates,
payment cuts in general and for drugs and DSH

©Don Seymour & Associates/All Rights Reserved




Case Study-Massachusetts

Universal coverage passed in 2006

97% of residents have coverage

Significant cost overrun & State budget deficit
$290M already cut from Medicaid

“PCPs aren't thrilled with the requirements...patients
are waiting weeks or even months...”

“...survey finds people in debt, skimping on care...”

Move to state wide capitation threatened

Coverage without access.

©Don Seymour & Associates/All Rights Reserved




Health Plan Consolidation

“...95% of the health insurance market in the US is

highly concentrated...the number of insurers has falle n
20% since 2000. These changes were supposed to make
the industry more efficient, but instead premiums h ave
skyrocketed, increasing over 87% over the past six

...years.

-Rick Pollack, American Hospital Association

Source: HealthLeaders Media, May 11, 2009
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Consumers Paying More

HSA Enrollment in Millions

Source: www.ahipresearch.org
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Consumerism... The Hope

High-
Deductible
Insurance

Out-Of-Pocket

Health Savings Account

Frequency of Use

Adapted from The Innovator’s Prescription, Clayton Christensen, et al
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Take Away—Pressure On Providers

Consumer
Directed
Health
Plans

Global .. Medicaid

Payments ' Adjustments

©Don Seymour & Associates/All Rights Reserved
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Clinical Innovation




All Things To All People?

"We will do everything for everybody has never been
viable value proposition for any successful
business... yet that's the value proposition

... of general hospitals...”

Innovator’s
Prescription

o Panem v Laiwess mo il Car

LR

Clarylon M. Chrisieasen

Source: The Innovator's Prescription, Clayton M. Chr  istensen, et al
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Clinica

Technology

Innovation

Fellowship Training

General Surgery/15 Sub-Specialties
1. Abdominal

2. Colorectal

3. Breast

15. Bariatric

Genomics

1?@%'

. Encyclopedia of
Medical
Genomics and
Proteomics

i edited by

\ Jiirgen Fuchs
Ll Maurizio Podda

©Don Seymour & Associates/All Rights Reserved
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Hematological Cancer History

Novartis launches 1 st
molecular targeted
leukemia drug

Disease of Farber develops
the blood 1t chemotherapy

1980

2 5 89
-Leukemia -3 Leukemias -38 Leukemias
-Lymphoma -2 Lymphomas -51 Lymphomas

Adapted from The Innovator’s Prescription, Clayton Christensen, et al
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Take Away— Pressure For Priorities

High
Market
Growth
Opportunity

Low

High

Contribution Margin

Source: Adapted from Boston Consulting Group Slide 24
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End Game

Stage Seven of the EMR Adoption Model*
“The hospital has a paperless EMR environment.”

Source: Adapted from HIMSS Analytics 1See appendix f  or a description of all stages
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HIMMS-EMR Adoption Model

Stage Cumulative Capabilities

Med. Record fully electronic, HBO contributesto C  CD
for EMR, data warehousing in use

Physician documentation (templates), full CDSS
(variance/compliance), full R-PACS

Closed loop medication administration

CPOE, CDSS (clinical protocols)

Clinical Documentation, CDSS (error checking), PAC S
available outside of Radiology

Clinical Data Repository, Controlled Med. Vocab.,
Clinical Decision Support, Document Imaging

Lab, Radiology, Pharmacy Installed

All Three Ancillaries Installed

Total Hospitals

Source: Adapted from HIMSS Analytics Healthcare IT Data, Research, and Analysis.mht Slide 27




Barriers & Enablers

Traditional Barrier Enabler

Standards Federal Government
Confusion -Technology Standards
-“Meaningful Use” Criteria

Cost Stimulus Carro\& Sticks

Culture No Help In Sight \

\

Commission for Healthcare
Information Technology (CHIT)

©Don Seymour & Associates/All Rights Reserved
Slide 28




Privacy, Too

“On the internet nobody knows you're a dog.”

©Don Seymour & Associates/All Rights Reserved
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Culture Remains A Hospital Challenge

* The central challenge these new technologies poset o
hospital managements is that they fundamentally
challenge the fragmentation of the hospital
experience—and an operating culture that places the
needs of hospital departments and professions above

the needs of the patient.”

Source: Digital Medicine, Jeff Goldsmith, Health Ad  ministration Press
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Culture Remains A Physician Challenge

One General Surgeon’s View...

Strip away clinical practice...at the end of the day...
I’m a piece worker

Anything that interferes with my productivity annoy
me and costs me money

The EMR interferes with my productivity
| believe in the EMR but it doesn’t work, at least not here

| have to queue up for hospital access, then sort
through seven screens to do anything useful

Give me the old, color-coded paper chart; | know
how that system works

©Don Seymour & Associates/All Rights Reserved; pers  onal conversation
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_Take Away-— Killer App

The EMR is quickly replacing the hospital as the
centralizing point for exchange of patient informat lon.

Eventually, the EMR will simultaneously improve qua lity,
decrease costs and increase the satisfaction levels of
patients, physicians and employees.

In the world of healthcare providers (hospitals, ph ysicians &
others) the Electronic Medical Record is a “Killer App.”

©Don Seymour & Associates/All Rights Reserved
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Three Overarching Implications




Overarching Implications

1. Get specialized
a. Focus on core business
b. Focus on building clinical expertise & volume

2. Get integrated
a. With other hospitals (?)
b. With physicians

Relentless Pursuit
V=0Q/C

3. Get connected
a. With physicians
b. With other providers

©Don Seymour & Associates/All Rights Reserved
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Physician Integration

Employment without integration is a waste of
time & resources. Cultural change takes five to

ten years.
-Field experience & research

“If you want to herd cats you better

understand how to attract them.”
-Barbara LeTourneau, MD
Pharaphrased

©Don Seymour & Associates/All Rights Reserved
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Multi-Specialty Group Advantage

Clinical scale

Potential to generate
referrals

Incentive to do the right
thing

Why Crystal Run??
Economic scale

Practice management

Contracting ability

lwww.crystalrunhealthcare.com/forphysicians

©Don Seymour & Associates/All Rights Reserved
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Curse of Smaller, Rural Hospitals

Misinformed community perception
Difficulty in recruiting & retaining physicians

Availability & cost of capital Simply amalgamating a group

_ . of under-capitalized, low margin
High cost to subsidize hospitals with declining patient
employed physicians volumes does nothing to improve
performance. There has to be an
underlying strategic rationale.

Difficulty in obtaining favorable insurance contr acts

Unnecessary referrals out

Difficulty in recruiting & retaining RNs & others
Limited opportunities to reduce costs
Limited opportunities to build clinical scale

10. Inadequate information technology capabilities

©Don Seymour & Associates/All Rights Reserved
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Partnership Opportunities

Management Other

Contract Join tE\?ggzjres Specific
Affiliations?

Benefit Continuum

More Limited

lExamples: clinical protocols in oncology, telemedi cine (elCU), part time
physician specialists

©Don Seymour & Associates/All Rights Reserved
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Questions

©Don Seymour & Associates/All Rights Reserved
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Becoming Intentional
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Disruption

Technoloqgy

Disruptive Innovation
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Initially Intuitive
Transitions to Empirical (Probabilistic)

Finally — Precision (Rules-Based)
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Molecular Medicine
Imaging

Telemedicine
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Solution Shops
Think Mayo, Mass General, elite AMC

Value-Adding Process Businesses
Think Hospital for Special Surgery, MD Anderson,

Facilitated Network Businesses

dlife.com, crohns.org
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“We will do everything for everybody” is not a viable
value proposition

Commingled business models:
Solution Shop
Value-Adding Process

No business has successfully housed two fundamental ly
different business models within the same operating unit

Costly due cross-subsidization of services
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Solution Shop Value-Adding Process

Diagnosis e Treatment

“I need to know what the * “| need the problem
problem is” fixed”

Often resource-intensive o Standardized series of
with no set process steps

Unknown outcome * Predictable outcome
Fee for service * Fixed fee for outcome

N S
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Straightforward diagnosis and treatment of disorder S that are in
the realm of precision medicine

Shifts to Nurse Practitioners

Ongoing oversight of patients with chronic diseases
Shifts to Nurses’ Networks

Ongoing wellness examinations and disease preventio n
Remains with PCPs

Preliminary identification of disorders that are in the realm of
Intuitive medicine (primary care and specialists)

Completely shifts to PCPs

Slide 54



Costs of managing cases under the umbrella of “prec Ision

medicine” in retall clinics are 32% to 47% lowerth  an in primary
care offices

Retail clinics are closer to a “new market” rather than “low-end”
disruption.

60% of patients visiting a retail clinic have no PC P

10 common ailments account for 90% of all retail cl inic visits. The same
10 common ailments represent 18% of PCP visits.
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Common lliness

Allergies

Bladder Infections
(females)

Bronchitis
Ear Infections
Pink Eye and Styes
Sinus Infections
Strep Throat
Swimmer’s Ear

Flu Diagnosis

Mononucleosis

Pregnancy Testing

Skin Conditions
Athlete’s Foot

Cold Sores

Deer Tick Bites
Impetigo
Minor Burns
Minor Skin Infections
And Rashes
Minor Sunburn

Poison lvy

Ringworm
Wart Removal

Vaccines

DTP (diphtheria,
tetanus, pertussis)

Flu (seasonal)

Hepatitis A (Adult)
Hepatitis A (Child)
Hepatitis B (Adult)
Hepatitis B ( Child)
Meningitis
MMR (measles,
mumps, rubella)
Pneumonia (Oct-Dec.)

Polio (IPV)
TD (tetanus, diphtheri  a)
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RAND Corp. study found....... for routine care:
no difference in quality of care, but with lower co
slightly better care than emergency departments

BUT

Brooklyn HealthWorks

IS temporarily stopping support for businesses unti | additional funding
IS secured

Since October 2007, enrollment in Brooklyn HealthWo  rks has increased
from 123 to 469 small businesses and 603 to 2,200 m embers of
employees and dependents.
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Why Crystal Run??
Many Specialties in Each Facility
Physicians of Distinction

Equipment at the Vanguard
Leverage with Managed Care
Proven Business Practices
The Freedom to Lead Your Practice




Hospital Hospital Completely
Dependent Independent Office-Based
Physicians Physicians Physicians
Anesthesiology Cardiologists Pediatrics

Emerging Medicine
Pathology
Radiology
Hospitalists
Intensivists
Neonatologists
ETC.

Strong interest in
hospital’'s economic
success

Orthopedists
Hem/Onc

ENT

Gl

OB/GYN

General Surgeons
ETC.

Tenuous interest in
hospital success

Resistant to take call

Potentially
competitive

Family Practitioners
Internists
Dermatologists
Psychiatrics
Allergists

ETC.

Little interest in
hospital success




Needs to start at the top
Specialty-segmented strategies
Create win-wins

Communicate

Build relationships

Behavior, not just structure
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IRS regulations
Anti-Kickback
Stark

State regs
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Hospital

Guthrie
Geisinger
Mayo







Be clear about financial and strategic goals and
expectations

Engage physicians
Set expectations for use of hospital

Commit sufficient management talent and
resources

Get compensation right

Empower management and physicians with
actionable information

Maximize revenue
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Delineating specific responsibilities

Determining FMV of management services
Work effort

Term of agreement
Penalties of early termination, with and withoutca  use

Non-compete upon termination
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Asset value of hem/onc component
Senior physician role and compensation

Competitive, FMV compensation for two recruits
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Cardiology
“Super” Group

Employment
Agreement

E——

Non-
Compete
Agreement



Physician compensation FMV

Non-compete FMV

Difference in value, with and without non-compete

Medical directorship role and FMV
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Health System




Assessing impact of cannibalized surgical cases
Keeping the orthopedists in the deal

Deciding on the right number of beds

Choosing a location that works for everyone

Obtaining board approval
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AS&T Services and FMV
Financial and operational commitments

JV structure, control and economics
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“It didn’t matter who won financially. That’s Key.

If the iInsurance company wins, or if the doctor gro up wins,
which is rare, or if the hospitals wins, it doesn’t matter as
long as the patient wins.

Because we can do the internal transfer pricing. W e can
basically redistribute the financial benefits.”
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Stage: Description

4: Computerized practitioner/physician order entry (CPOE) for use by any clinician added to nursing
and CDR environment. Second-level of clinical deci  sion support related to evidence-based medicine
protocols implemented. If one patient service area has implemented CPOE and completed previous
stages, this stage has been achieved .

3: Clinical documentation installed (e.qg. vital si gns, flow sheets, nursing notes, care plan charting ,
and/or the electronic medication administration rec ord (eMAR) system are scored with extra points and
are implemented and integrated with the CDR for at least one service in the hospital.)

First level of clinician decision support is implem ented to conduct error checking with order entry (i .e.
drug/drug, drug/food, drug/lab, conflict checking n ormally found in the pharmacy).

Some level of medical image access from picture arc ~ hive and communication systems (PACS) is
available for access by physicians via the organiza  tion’s intranet or other secure networks.

2: Major ancillary clinical systems feed data to ¢ linical data repository (CDR) that provides physici an
access for retrieving and reviewing results. CDR ¢ ontains a controlled medical vocabulary (CMV) and
the clinical decision support system and rules engi ne for rudimentary conflict checking. Optional for
extra points - Information from document imaging sys tems may be linked to the CDR.

1: Laboratory, pharmacy and radiology installed.

0: Some clinical automation may exist. Laboratory and/or pharmacy and/or radiology not installed.
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Stage: Description

7. The hospital has a paperless EMR environment. C  linical information can be readily shared via
Continuity of Care (CCD) electronic transactions wi  th all entities within health information exchange

networks (i.e., other hospitals, ambulatory clinics , Sub-acute environments, employers, payers and
patients). This stage allows the health care organi  zation to support the true sharing and use of healt h
and wellness information by consumers and providers alike. Also at this stage, HCOs use data
warehousing and mining technologies to capture and analyze care data, and improve care protocols via

decision support.

6: Full physician documentation/charting (structur ed templates) are implemented for at least one
patient care service area. A full complement of rad  iology PACS systems is implemented (i.e. all images
both digital and film-based, are available to physi  cians via an intranet or other secure network.)

5. The closed loop medication administration envir onment is fully implemented in at least one patient
care service area. The eMAR and bar coding or other  auto-identification technology, such as radio
frequency identification (RFID), are implemented an  d integrated with CPOE and pharmacy to maximize
point-of-care patient safety processes for medicati on administration.

4: Computerized practitioner/physician order entry (CPOE) for use by any clinician added to nursing
and CDR environment. Second-level of clinical deci  sion support related to evidence-based medicine
protocols implemented. If one patient service area has implemented CPOE and completed previous

stages, this stage has been achieved
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