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CURRENT HEALTH CARE COST TRENDS
ARE UNSUSTAINABLE

Health Spending as % of GDP Annual Health Spending per Capita
US Market, 1960-2007 US Market, 1960-2007
- $8,000.00
25.0%
= % GDP
=—4—NHE per Capita
20.0% - $6,000.00

|

15.0%

- $4,000.00
10.0%

- $2,000.00
5.0%
0.0% - , . . . . , . . . . , , . . . - $0.00

1960 1970 1980 1990 1993 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

GDP = Gross Domestic Product. NHE = National Health Expenditure.
Source: US Office of Management and Budget, 2009. Centers for Medicare and Medicaid Services, 2009. Sg2 Analysis, 2009.
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INCENTIVES ARE SHIFTING FROM
VOLUME TO VALUE

Moving from Fee-For-Service to Value-Based Payment System
A

Value-Driven Health Care:
Volume-Driven = High quality, low cost

Health Care = Encourages care coordination
= Right care, right place, right time
» Patient-centered
» Rewards health and prevention

Cost

Value-Driven
Health Care

>
Source: Sg2 Analysis, 2011. Quallty
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NEwW PAYMENT MODELS ARE ABOUT
MANAGING RISK TO A BUDGET

Moving from Fee-For-Service to Value-Based Payment System

Risk to Provider

Fee-for- Bundled Episode- Risk- Traditional
Service Payment Based Sharing/ Prospective
Payment ACOs Capitation

Lower Risk/ Higher Risk/
Value Potential Value Potential
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ACA INTRODUCES SEVERAL PILOTS TO
IMPROVE ACCOUNTABILITY

Prohibit federal payments to states for Medicaid
services related to hospital-acquired conditions

Medicare readmission penalties

Medicare shared savings program

I
2010 2011 2012 2013 2014 2015 >
Adjust payments to IP Expand pilot programs || Reduce Medicare
hospital, home health, to evaluate bundling payments to certain
SNF, hospice and other payment for an hospitals for hospital-
Medicare providers for episode of care acquired conditions
productivity

ACA = Accountable Care Act; IP = inpatient; SNF = skilled nursing facility.
Source: The Henry J. Kaiser Family Foundation. Health Reform Implementation Timeline, May 2010.
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SHARED SAVINGS / ACCOUNTABLE CARE
ORGANIZATION (ACO)

= |_ess than a dozen pages of text in
a roughly 2,400-page health care
reform legislation (PPACA)

= Few other topics has garnered
more Interest — or stirred more
controversy — in the health care
Industry

“another passing
fad”

)

£ ‘
ﬂ m‘_—_‘ X __Z'_'.

“future of health
care delivery in the
United States”
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WHAT IS AN ACO?

There is no single definition of an accountable care organization

Projected Spending

Contract - 4 1. Actual Spending
Launch

Rick Actuarial Budget

Savings

Spending

2. Actual Spending

Time
Sources: Sg2 Analysis, 2011.
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How Is THIS DIFFERENT FROM
TRADITIONAL CAPITATION?

= Patient attribution is retrospective

= Patients have choice (subject to benefit plan)

» Budgets are adjusted for health status (i.e., “risk-adjusted”)

= Providers continue to be paid fee for service

= Budget reconciliation is retrospective

* Provider risks may be limited

= Shared savings are subject to quality and performance measures

= Some models include upside bonuses based on performance measures
= For example, safety, appropriateness of care, patient satisfaction

= Payer commits to regular reporting of performance and cost data

* This is a partnership

Source: Sg2 Analysis, 2011.
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27 ACOS ENTER AGREEMENT WITH CMS
The First ACOs Will Include:

-y - "';:; ,.\\
= 27 healthcare entities ﬂ ,‘ e *f:
a

= 18 states <h Lo
= 10,000 physicians 1 .4
= 10 hospitals g A

= 13 smaller physician-leg entities
= Serve estimated 375,000 beneficiaries

= 33 quality measures
= care coordination and patient safety
= appropriate preventive health services
= improved care for at-risk populations
= patient experience

Source: Ortholndex Analysis, 2012.
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COMBINED SHARED SAVINGS MODELS

Various CMS Shared Savings Care Models

= 33 in the Pioneer Program
= 27 Shared savings program for ACO
* 6 Physician Group Practice Transition

Demonstrations ) " g
ki)

1.1 million beneficiaries now receiving
services through various models

Source: Ortholndex Analysis, 2012.
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THE PRIVATE MARKET Is ALSO ADOPTING
THE ACO MODEL

D~

CalPERS Pilot
Northern CA:
40,000 members,
well-managed IPA

Advocate Health
Care, BCBS
Chicago, IL:

Cl program evolved
into ACO

—

Tucson

Medical k
Center
Tucson, AZ:

50-60 PCPs

Source: Sg2 Analysis, 2011.

| _—

Norton Healthcare
Louisville, KY:
Partnership with
Humana

Catrilion Clinic
Roanoke, VA:
17,000 employees
begin July 1, leading
to cobranded
insurance product

N

Piedmont
Physicians
Group

Atlanta, GA:
100 physicians,
approximately
10,000 CIGNA
members

12
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TIERED NETWORKS AND “STEERAGE”
DRIVEN BY EMPLOYERS/ MANAGEMENT

Recognition Programs

. o N f/
» Blue Cross and Blue Shield’s Blue Distinction® o3

= UnitedHealth Premium® designation H U/j
= Aetna Institutes of Quality® ;,J
= CIGNA Centers of Excellence

Designation
Programs

“Employers are willing to limit choice to create a better
cost advantage.”

.‘| | \’,
\ -

Preferred Providers
and Tiered Networks

- Joe Zubretsky, CFO, Aetna

Source: Sg2 Analysis, 2011.
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COLLABORATION CAN BE ACHIEVED
THROUGH A SPECTRUM OF OPTIONS

Physician
| 1 O y

I ACO/Shared Savings 1 O Ownership

Episodic Pay:nent Q | '

I Joint Venture Physician

| ‘ Employment
Bundled Payment O

High

Relocation ‘ Co-management
Support/Income
System Guarantee . O
Resources Under
Required _ Arrangement
Paying for
Call

Co-marketing

. Voluntary
Medical Staff

. Directorships

Access to
Resources
& Capital
Investment

1
I
I
I
I
I
|
I
I
I
I
Gainsharing . :
|
I
I
I
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|
I
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I
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Low

Independent Degree of Alignment Full Integration

=. Source: Sg2 Analysis, 2011. 14 O rtho I ndeXTM




SHIFTING FINANCIAL AND CLINICAL RISK
To PROVIDERS

Total Risk

Source: Ortholndex Analysis, 2012.
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WHAT IS THE FATE OF THE “SHARED”
SAVINGS

Physicians

Hospitals

Source: Ortholndex Analysis, 2012.
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HEALTHCARE COST IS A “CENTER-STAGE
ISSUE” FOR CMS

Two Options:

1. Direct savings policies
= Changes to the level of payment
= Productivity adjustments

2. Indirect savings policies

= Reduction of waste
1. Failure to coordinate care
Failures in the care process (delays, injuries, etc.)
Over-treatment
Excessive administrative costs
Problems with healthcare pricing
Fraud and abuse

S Ok W

Source: Dr. Berwick, Administrator, Centers for Medicare & Medicaid Services, 2011. Ortholndex Analysis, 2012.
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WE WILL NO LONGER OPERATE IN AN
“EcoNOMIC VACUUM”

Managing Cost and Utilization Will Be Mandatory

Source: Ortholndex Analysis, 2012.
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PoLICY MAKERS AND PAYERS HAVE
DECLARED WAR ON VARIATION

Regional Variation in Medicare Spending per Beneficiary

B $13,900 to $10,300
N $10,300to $8,600
[ $8,600to $7,800
[ 1 $7,800to $6,900
[ 1 $6,900to $5,200
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ARE SHARED SAVINGS SUSTAINABLE?

Lessons From Medicare’s Demonstration Projects on Disease
Management, Care Coordination, and Value-Based Payment

Disease management and care Value-based demonstrations
coordination demonstrations

LD
25 =
e

ON AVERAGE THESE PROGRAMS DID NOT ACHIEVE
ENOUGH SAVINGS TO OFFSET THEIR COSTS

Source: Congressional Budget Office, January 18, 2012. Ortholndex Analysis, 2012 .
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TAKE AWAY

* The cost problem of health care iIs not going to disappear!
= Expect to see “market efficiency”

» Bad providers are at greatest risk

» Good providers may be rewarded

= \We need to retool and be part of the solution

= New payment models have the potential to be financially rewarding
(as well as financially penalizing)

= Not all markets will be affected equally
= Larger well capitalized enterprises have an early advantage
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TAKING ON RISK AND MANAGING
POPULATION HEALTH
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OUR MARKET IS UNDERGOING
TRANSFORMATIONAL CHANGE

ORTHOPEDIC SURGEONS

MUSCULOSKELETAL
CARE
PROVIDERS (MANAGERS)

[ Source: Ortholndex Analysis, 2012. ™
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THANK YOU

John Cherf MD, MPH, MBA
312.339.4925
jcherf@orthoindex.net

321 North Clark Street, Suite 1301
Chicago, Illinois 60654



