FYA - For Your Advantage, is a free
twice-monthly electronic newsletter.
With every issue, FYA provides insights
into the topics that concern healthcare
leaders today and the challenges they
will face in the near future. The
newsletter is provided free to healthcare
CEOs. The editorial content is not
copyrighted —except for those columns
copyrighted by the author. CEOs may
use the non-copyrighted material in any
way they wish. The newsletter can be
printed without prior permission.

FYA - For Your Advantage is produced
by TrendLeader Connections. TLC
offers a variety of healthcare products
and services that help executives to
differentiate between “fads” and
“trends” and to make connections with
“Trend Leaders” within the healthcare
industry.

Table of Contents

FYA Sponsor

Predicting Healthcare for 2009:
Be Prepared for Surprises .. Page 1 -2

Crossroads for U.S. Healthcare

Best Healthcare Books for '08
And a Couple Comingin'09....... Page4

Connecting with Tomorrow Sponsor

Hospitals Cope with the Economy
........................................... Page5-6

FYA Staff
Jerry F. Pogue
S. Harvey Price
Joel Schlarb
Sheila Keizer

Publisher

Editor

Web Master
Circulation Manager

TrendLeader Connections
20 Shawnee Way, Suite B
Bozeman, MT 59715
(406) 586-6400

FYA - For Your Advantage

Volume 8, Issue 1 - January 5, 2009

Predicting Healthcare for 2009: Be Prepared for Surprises
By Jeffrey C. Bauer, Ph.D. © 2009, ACS, Inc.

prediction is a statement of what will happen and when, such as the

recent pronouncement by CMS' Office of the Actuary that healthcare will

consume 22 percent of the U.S. gross domestic product (what) in 2015
(when). To make a prediction, analysts examine existing data to identify specific
relationships, find the mathematical equation that best fits historical patterns,
and then use the formula to compute future values (e.g., linear regression
analysis).

Somewhere in the process of learning how to make predictions, students
are facetiously advised to offer only one half of each prediction — that is, to say
a big change is coming, but not when, or to say that things will be very different
next year, but not what the differences will be. Then comes the punch line: if by
any chance you publicly state both what will happen and when and your prediction
turns out to be correct, don't act surprised.

This humorous view of the "science" of making predictions is remarkably
relevant to predicting what health system executives can expect in 2009. As a
medical economist and formally trained forecaster, | do not believe that anything
can be said about what will happen in healthcare during 2009 with a high level of
confidence. The economic foundations of demand for healthcare have changed
so much in the recent past that extrapolations from historical data are almost
certainly misleading, if not completely wrong.

Providers, payers, purchasers and patients are all going to face serious
economic challenges — unlike any they have ever experienced before. The
results of the 2008 elections have raised hopes for reducing the number of
Americans without health insurance, but economic reality suggests otherwise. If
healthcare gets any new funding this year, it will most likely be money earmarked
for investments in information technology infrastructure. Any other "reforms" in
2009 are likely to be savings, not increases, in Medicare and Medicaid
reimbursement. Consequently, providers must mine their current operations to
find wasted resources that can be reallocated to efficient and effective use.
Congress is not inclined to bail out industries that waste money. (The
Congressional response to pleas from the automobile industry has direct
implications for healthcare.)

Although the overall medical industry outlook for 2009 is gloomy, the impact
on providers will vary considerably. Some progressive healthcare systems have
already positioned themselves well for a crisis, with adequate cash reserves
and tight control over operations. At the other extreme, more than a few hospitals
will be forced to reorganize or close. However, almost none will prosper as they
have over the past few years. The name of the game in 2009 for most providers
will be survival in daily operations.

Wise decision-makers will use the economic crisis as a strategic opportunity
to position their organizations for success in the very different medical
marketplace. The duration of the downturn is unpredictable, but it is not going
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to be short. The current consensus among economists
is that a return to "normal” economic activity will occur in
2010 at the earliest. Inthe meantime, leading healthcare
providers will focus their organizations' efforts on new
business models that respond to the demands of
purchasers who are themselves forced to change the
way they do business. All who survive will be acutely
aware that the realities of the new marketplace will not
be a return to the "good old days."

Although futurists are taught not to be surprised if
their predictions turn out to be correct, leaders who rely
on their predictions should be prepared for some
surprises. The current economic crisis will force health
industry leaders to deal with some serious challenges
that are occurring much sooner than previously expected.
Having been in this industry for 40 years, | specifically
see three surprising — that is, unexpected — challenges
in my crystal ball view for 2009:

e Providers will need to focus their operations in specific
service lines where they can be efficient and effective.
This year will mark the end of the era where a hospital
could hope to offer all services to all patients. The
strategic issue for a large number of providers will be
deciding which service to eliminate, not how much to
cut all operations across the board.

e Most hospitals and physicians will need to begin
developing a new relationship, merging their
operations on to a single balance sheet. Successful
health systems will learn how to employ physicians,
and a significant number of physicians will move into
key management positions within the systems. (The
model is not new. It already exists in some of the
country's best health systems, but the economic crisis
will cause many more systems to adopt it.)

e Providers will begin to develop formal partnerships
with other players in the healthcare marketplace,
including entities that have been seen as adversaries
or friendly competitors in the past. In particular,
forward-looking health systems will pursue win-win
relationships with purchasers and payers in order to
eliminate the operational bottlenecks and perverse
incentives that have vexed American healthcare
delivery for decades.
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In other words, | do not think that the current financial
crisis is a temporary deviation from normal economic
activity. Healthcare leaders should not expect a return
to business as usual sometime in 2009, nor should they
expect help from the government. The future belongs to
those who start to transform their organizations as part
of collaborative efforts to create a new and better medical
marketplace.

Jeffrey C. Bauer, Ph.D.
(jeff.bauer@acs-hcs.com; 773-477-9339)
is the Chicago-based partner in charge of
the Futures Practice for ACS Healthcare
Solutions. As an internationally respected
industry thought leader, he publishes
extensively in healthcare journals and talks
frequently about the forces that will reshape
healthcare delivery over the coming two to
five years. His latest book is Paradox and
Imperatives in Healthcare (2008,
Productivity Press), a prescription for efficiency and effectiveness
in healthcare. Detailed information about his views on healthcare

can be found at www.jeffbauerphd.com.

PREMIER Joins FYA

This is the first expanded issue of FYA.
Thanks to additional support from Premier, we
can carry further thoughtful insight into the
tribulations you face.

FYA began on June 3, 2002, making it a
pioneering electronic newsletter in the
healthcare industry. With the July 7, 2003, issue,
PHNS joined us as a sponsor. The PHNS
support let us continue to provide opinions and
analysis.

Our added association with Premier allows
FYA to build on that base to increase the
understanding of your challenges and how to
lead through them.

Thank you PHNS and welcome Premier.
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Crossroads for U.S. Healthcare
By Rick Kneipper, Chief Administrative Officer and Co-Founder of PHNS

Despite many positive developments in 2008,

the financial meltdown in the U.S. and around
the world continues to inflict its severe pain
throughout our economy. It's very difficult to be
positive when all of us have much less than we
had when we started 2008 —e.g., over $7 trillion
evaporated in U.S. stock market value during
2009, scores of venerable corporate titans have
disappeared or are disappearing, unemployment
keeps going through the roof, etc.

The economic picture for U.S. hospitals is
also becoming increasingly negative, which is
extremely troublesome since the hospital industry
is the second largest private-sector employer in
the U.S. Healthcare costs are already
overwhelming our economy by accounting for
16.2 percent of our Gross Domestic Product and
by continuing to rise. Yet U.S. per capita
healthcare spending is more than 50 percent
higher than any other country, and numerous
studies have shown that the U.S. is not receiving
a more favorable return on its high level of
healthcare investment when measuring quality,
patient satisfaction or population health status.
This is leading, among other things, to a steadily
increasing number of patients who are leaving
the U.S. to receive high quality healthcare at
dramatically lower costs and with no waits, which
cost U.S. hospitals nearly $16 billion in revenues
in 2008 and which is expected to grow to $68
billion by 2010.

In addition, job-based health insurance
premiums rose 10-times faster than incomes from
2001 to 2005, and the amount that employees

I t's time to be thankful that 2008 is finally over.
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paid for family coverage rose 30 percent, while
incomes rose by only three percent. And after
years of profitable operations, a large number of
hospitals continue to be unprofitable and that
number is expected to increase, further expanding
the gap between the "have" and the "have not"
hospitals. Moreover, 17 percent of Americans
live in poverty while the developed country
average is 10.2 percent—and poverty adversely
affects health.

Despite all of these negatives, President-elect
Obama seems to have both the opportunity and
the will to finally cause the major U.S. healthcare
reform that has been needed for along time, as
evidenced by the view of a majority of Americans
who say that the U.S. healthcare system needs
fundamental change or complete rebuilding. Thus
at the beginning of a new, hopefully more positive
year, it's worthwhile to consider the future
possibilities for our U.S. healthcare system, and
a trio of good places to start are the following
thoughtful and forward thinking papers: The Joint
Commission's "Health Care at the Crossroads:
Guiding Principles for the Development of the
Hospital of the Future;" The Commonwealth
Fund's "Public Views on U.S. Health System
Organization: A Call for New Directions;" and
The Blue Ridge Academic Health Group's "A
United States Health Board."
Hopefully they'll stimulate you to
become part of 2009's healthcare
reform effort.

I would like to hear your comments.
Send them to:
Richard.Kneipper@phns.com
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Best Healthcare Books for '08 and a Couple Coming in '09

and writes the Informed Patient column in the paper.
She recently wrote about the best healthcare books that
came across her desk in 2008.

I aura Landro is a senior editor at The Wall Street Journal

Her five favorite books included:

My Stroke of Insight: A Brain Scientist's Personal
Journey by Jill Bolte Taylor.

Dr. Taylor, a neuroanatomist at the Harvard-run Brain Tissue
Resource Center, suffered a massive stroke one morning when
a blood vessel burst in the left side of her brain. She describes
the physical and mental devastation, from the hours she spent
alone at home trying to summon help to the glacially slow
pace at which she was able to recover even the most basic
motor functions.

The Light Within: The Extraordinary Friendship of a
Doctor and Patient Brought Together by Cancer by Lois
M. Ramondetta and Deborah Rose Sills.

Dr. Ramondetta, a gynecological oncologist, struggles to
balance a need for professional detachment and a desire to
connect with her patients, many of whom are facing certain
death. She strikes a relationship with a patient, Ms. Sills, a
professor of religion. Together they explore the role of faith and
spirituality in medicine.

Hospital: Man, Woman, Birth, Death, Infinity, Plus Red
Tape, Bad Behavior, Money, God and Diversity on Steroids
by Julie Salamon.

The lengthy subtitle just begins to capture all the issues
the author covers in her year-long inside look at the inner-city
hospital, Maimonides Medical Center in Brooklyn, N.Y. Ms.
Salamon’s career has included reporting for The Wall Street
Journal. The author is sympathetic to the harried executive
staff trying to provide a human touch by training staffers in a
"code of mutual respect” with each other and patients. But
the book is at its most interesting in capturing how Maimonides,
opened a century ago, grapples with the often-conflicting needs

of a burgeoning multi-ethnic patient population.

Against Medical Advice by James Patterson and Hal
Friedman.

A five-year-old suddenly developed Tourette's syndrome,
as well as obsessive compulsive disorder. His father teamed
up with a former advertising colleague, the best-selling novelist
James Patterson, to tell the child's story in the first person. It
has the advantage of providing the perspective of both the child
wracked by the illness and the family trying to cope with its
disruptive effects while struggling to find answers and treatment.

The Way We Work by David Macaulay.

Fans of the author's The Way Things Work will appreciate
his easy-to-understand approach to the human body. The
illustrations are humorous and imaginative.

For 2009, two important books are scheduled for publishing.

The Innovator's Prescription: A Disruptive Solution for
Health Care written by Clayton M. Christensen, Jerome
H. Grossman M.D., and Jason Hwang M.D.

Christensen has had best selling books, generally
destroying many paradigms. The Harvard professor and his
co-authors did this with business, as well as, the world of
education. He now takes on the challenge of healthcare in his
new book expected out this month.

Finally, a book that will be published shortly by a regular
contributor to this electronic newsletter. John W. Kenagy,
MD, MPA, has completed a book entitled Designed to Adapt:
Leading Healthcare in Challenging Times. Regular readers
of FYA know his Adaptive Design is a structured, disciplined,
verifiable method and a set of specific skills and tools that
allow established organizations to learn to work differently.
His book is a practical guide of the process.

We'll have more to say about both books in coming issues
of FYA.

About

ZPHNS .

The HealthCaring Sclution

a solution.

PHNS is an innovative healthcare services company providing strategic outsourcing services
in information technology, health information management and receivables management to
over 400 hospitals. PHNS is not a consultant, vendor or software company but a partner,
PHNS understands healthcare because our partners are healthcare and
healthcare only. Unlike its competitors, PHNS strategically aligns itself with a hospital's clinical and financial goals and
objectives. Through its unique business model, PHNS reduces costs by aggregating, consolidating and sharing
resources among its participating hospital partners. PHNS helps hospitals manage information systems, computer
technology, patient records, coding and patient billing to improve patient care, safety and efficiency and increase
profitability and efficiency. For more information, visit www.phns.com.
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Hospitals Cope with the Economy

By Mike Alkire - President of Premier Purchasing Partners - A division of the Premier healthcare alliance.

learned in these trying economic times, it's that the
healthcare industry certainly isn't recession-proof.

The continuing crisis in the US credit markets and
the negative turn on Wall Street has slowed the flow of
non-profit hospital capital dramatically. Many hospitals
were already working with razor thin operating margins;
without investment income, the pressure increases
exponentially.

To make matters worse, with reduced tax revenues,
state and federal deficits have and will balloon, and we
are already seeing significant efforts to cut hospital
payments in New York and California to make up for the
shortfall. And to top it off, according to a study out of
Pennsylvania, Medicare eligibility and reimbursement
rates have led to fewer patients being treated at
rehabilitation hospitals and long-term acute care
hospitals. This coincides with an American Hospital
Association report, suggesting fewer Americans are
seeking hospital care while more need help paying for
care.

I fthere's one thing that healthcare professionals have

As arecent Wall Street Journal health blog put it so
aptly, "Hospitals traffic in debt. They borrow money for
big construction projects, and they effectively lend
money to patients when they treat people without
requiring payment upfront.”

In an all too common occurrence these days, many
hospitals, which typically depend on the tax-exempt bond
market and auction-rate securities to finance their
expansions, are suspending non-emergency capital
equipment purchases and/or construction plans.
Siemens just completed a survey of their customers
which revealed that 35 percent were currently operating
under a capital spending freeze. Other facilities are
looking at deferment on a case-by-case basis with up
to two years of slowed capital purchasing.

Band together

As with other crises, such as 9-11 or Hurricane
Katrina, the healthcare community - manufacturers,
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healthcare providers and group purchasing
organizations (GPOs) alike - need to work together to
help minimize the financial strains that our hospitals
are facing for the sake of the health of our communities.

In October, | sent a letter to the more than 800
manufacturers with which we work, requesting their
assistance in helping our hospitals. In recent days, other
GPOs have followed suit. Specifically, we asked them
to work collaboratively to hold our contracted prices firm.
In cases where an increase was unavoidable, we
requested that, when market forces correct, such price
increases will subsequently be reduced. Additionally, we
have asked manufacturers to provide flexible alternative
financing options and pay term flexibility, and requested
they support our advocacy efforts in Washington, D.C.,
to address funding shortfalls for hospitals.

We realize that these financial pressures don't fall
solely on hospitals - healthcare manufacturers and
suppliers are also struggling. But whereas
manufacturers may ask for a price increase to offset
their losses, hospitals will not be able to receive additional
funding to cover such an increase; they cannot afford
any additional strain on their already difficult financial
situations. Manufacturers need to take into account that
such increases could literally put some facilities out of
business, drastically reducing their income while putting
patients at risk.

What hospitals can do

Because sacrificing the quality of patient care is not
an option, certain capital expenditures are a necessity.
Many hospitals are moving forward with planned capital
equipment purchases or construction.

Kettering Health Network in Southwestern Ohio
recently purchased a 35-acre parcel of land to proceed
with the construction of a new facility, and they are in
the process of finalizing the construction of an 80,000-
square-foot facility that includes physician offices,
medical imaging and a large physical therapy area.

(Continued...)
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Catholic Healthcare West just purchased 30 acres
of land in Sacramento for a medical campus that will
include a hospital and additional medical buildings with
imaging and laboratory services. Plans call for a new
four-story, 148,000-square-foot building, and an
expanded emergency room and birth center.

Orlando-based Florida Hospital will open in
December a new building that holds space for 440 patient
rooms and an emergency department that could span
a football field. The tower's purpose is to replace the
hospital's existing, overcrowded ER and expand its
cardiac services.

The ability to proceed with capital expenditures
during a down economy can be achieved through:

e Prioritization and planning - There's always a
strategic give-and-take at play, and prioritization
and planning are absolutely critical in this
environment. Hospitals need to review their
planned capital purchases, focusing on return
on investment from both a monetary and patient
safety standpoint.

e Comparisons - It is integral that hospitals do
apples-to-apples comparisons of varying
offerings and opportunities to ensure they are
able to make an informed decision based on
cost, quality, capability, service and need. For
instance, why buy a 64-slice CT scanner when
a 16-slice meets all of your needs?

e Deferment of payments - Hospitals should look
into the opportunity to defer the start of payments

by taking advantage of tax benefits, and then
begin payments once the purchase is generating
return on investment.

e Group Buys - By taking part in Group Buys,
major drivers of savings specifically in areas of
capital expenditures, hospitals can achieve
savings of up to 15 percent beyond regular
contract pricing. Group Buys may also include
special rates for financing, trade-ins, training,
service and extended warranties.

From Wall St. to Main St., the troubled economy has
created extremely challenging times for business
industries across America; healthcare is no exception.
To minimize the impact of economic struggles,
hospitals, manufacturers and GPOs need to focus on
priorities, as much in the short-term as in the long-term.
As healthcare professionals, we need to guide and
assist care providers to ensure they get the best value
for the most important investment they have to
make...the investment in the health of our communities.

Mike Alkire is president of
Premier Purchasing Partners, a
division of the Premier healthcare
alliance. Your comments are
encouraged. Please send them to
solutioncenter@premierinc.com.

About

PREMIE

For more information, visit www.premierinc.com.

About Premier Inc., 2006 Malcolm Baldrige National Quality Award Recipient

Serving more than 2,100 U.S. hospitals and 53,000-plus other healthcare sites, the Premier
healthcare alliance and its members are transforming healthcare together. Owned by not-
for-profit hospitals, Premier operates one of the leading healthcare purchasing networks and the most comprehensive
repository of hospital clinical and financial information in the U.S. A subsidiary operates one of the nation's largest
policy holder-owned, hospital professional liability risk-retention groups. Premier is also working with the United Kingdom's
National Health Service North West and the Centers for Medicare & Medicaid Services to improve hospital performance.

FYA - For Your Advantage

January 5, 2009

Page 6


mailto:NKaufman@foryouradvantage.com
mailto:jkenagy@kenagyassociates.com
http://www.premierinc.com
http://www.premierinc.com
mailto:solutioncenter@premierinc.com
http://www.premierinc.com

