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New Book on Healthcare by "Disruptive" Author

Christensen book that he wrote with two physicians, Jason Hwang and the late

Everyone from Newt Gingrich to Tom Daschle is praising the new Clayton
Jerome H. Grossman.

Christensen has been a professor of business administration at Harvard Business
School since 1992 and is the bestselling author of five books, including the iconic The
Innovator's Dilemma. His latest book is THE INNOVATOR'S PRESCRIPTION: A
Disruptive Solution for Health Care. It became available in bookstores this past week.
You can learn about the authors' application of Christensen's theories by reading the
38-page introduction by clicking here.

Here is what to expect when you read THE INNOVATOR'S PRESCRIPTION. This
summary was written by the authors in November:

In our book we attempt to provide a map to those seeking innovation and reform.
Instead of trying to figure out how to pay for the cost of care, we try to work on the other
half of the equation: How to innovate to reduce costs and improve the quality and
accessibility of care. We don't ask how we can afford healthcare. We show how to
make it affordable and improve quality.

The problems facing the healthcare system are not unique. Nearly every industry at
its outset produces goods and services that are so complicated and expensive that
only rich people can afford them. Only the wealthy had access to telephones,
photography, air travel and automobiles in their first decades. Main-frame computers
were owned only by the largest corporations and universities and were tended to by
trained experts.

At some point disruptive innovation transformed all these industries, making their
products and services affordable and accessible, so that people with less training could
competently provide them. Disruptive innovation requires three things: a change in
technology that simplifies a complicated technical problem, a business model that can
take those simplified solutions to the market at low cost and a supporting cast of
suppliers and distributors to reinforce the disruptor in the middle.

Disruptions that combine these three factors have had some success in healthcare.
In diagnostics, companies such as Inverness, Quidel and Abaxis have lowered costs
and increased convenience by inventing compact machines that can be used in doctors'
offices and do the blood work that used to be sent out to central laboratories. In less
than a decade General Electric's healthcare division and Sonosite have together created
a $1 billion market for handheld and portable ultrasound equipment. The technology
exists for lower-cost home dialysis for kidney patients, but the companies selling dialysis
machines and services are incented under reimbursement schedules to keep patients
at inpatient renal centers. Companies like MinuteClinic, which employ nurse-practitioners
in pharmacy chains, threaten to disrupt physicians' practices with convenient lower-
cost care for consumers.

Some cost-saving disruptions are already well entrenched. Home blood-sugar
monitors have replaced tests administered in doctors' offices. Patients use the Web to
acquire education; a decade ago that would have consumed costly face time with
doctors.

Other disruptive innovations are on the way. Precision diagnostics, which uses
genetic and cellular targeting to decide which drugs are best suited for individual patients,
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New Book on Healthcare by "Disruptive" Author (Continued...)

is dragging disease care out of the realm of guesswork.
Electronic health record systems have been launched by
Allscripts and GE. Newer innovators like Google, Revolution
Health and Docvia are enabling patients anywhere in the world
to manage their health using the Internet or their mobile phones
for less than ten cents per encounter.

But for these forces to work we have to remove a host of
factors that trap the delivery of care in obsolete and costly
business models. Fee-for-service reimbursement needs to be
replaced by high-deductible insurance and health savings
accounts. Employers need to play a much more active role in
directing employee care, negotiating with providers for discounts
and access. This is how they can facilitate disruption.

Adam Smith's invisible hand is nowhere to be found in
healthcare reform. We need what business historian Alfred
Chandler called the "visible hand of managerial capitalism,"
the deliberate involvement of an integrated, fixed-fee provider
that covers the patient from start to finish and profits from
patient wellness. Such a provider can even disrupt its own
hospitals and specialist physicians by using lower-cost
caregivers and venues of care. The few providers that fit this
profile — Kaiser Permanente in California, Intermountain
Healthcare in Utah, Geisinger Health in Pennsylvania — should
expand their geographic scope to a regional or national scale
and encourage providers that are not now integrated to become
S0.

The general hospital is not viable, and most would collapse
tomorrow in the absence of subsidies, restraints on competition
and philanthropic life support. Trying to diagnose and treat
any disorder that anyone might bring through their doors has
forced them to separate their individual specialist physicians
and their pieces of equipment (i.e., radiology and surgery
suites). This is good for shuffling patients from one department
to the next in a flexible way, but it means that hospitals lack
the tight integration that allows them to address adequately
the different needs of individual patients. This complexity drives
up their overhead and has in many cases led to inconsistent
quality and safety. This is why many patients now opt to get
their knees, spines and cancer treated in specialty hospitals
designed around a narrower set of procedures. Hospitals need
to disrupt themselves, or be disrupted by others, to reduce
cost and improve quality.

Primary care physicians need to be dissected as well,
handing off routine care such as treating earaches and
performing camp physicals to retail clinics and assigning the
care of chronically ill patients to disease management
networks. These physicians can focus on getting back some
of the business they've been losing to specialists by resuming
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more hands-on work of intuitive medicine.

We have seen a pervasive pattern in every industry that
has been transformed through disruption, and healthcare is
no exception. The energies, talent and resources of the leading
organizations are concentrated on improving their best products,
which are sold to address the most demanding applications.
That's where the high-profit customers are.

When disruptive enablers emerge, the leaders disparage
and discourage them because of their simplicity and
accessibility. But the disruptors eventually gain a foothold,
progressively displacing the old, high-cost approach. It's a hoary
example but worth repeating: Toyota's launch vehicle was a
Corona, not a Lexus.

Doctors, hospitals, regulators and policy-makers need to
convert to this religion because it isn't myth: It is true. The fact
that disruptive enablers can address only the simplest of
problems at the outset is indeed a gospel of good news. It
frees physicians and hospitals to focus their energies on what
they do best — tackling complex medical problems and moving
more problems along the spectrum from intuitive medicine
toward precision treatment.

Yet industry leaders have repeatedly lobbied for legislation
and regulation that block disruptive approaches from being
used anywhere until they are certifiably good enough to be
used everywhere. This traps the industry where it began, in
the world of ever higher costs. The healthcare industry needs
to be disrupted. We hope that our book speeds the process.

Healthcare bloggers Vince Kuraitis and David C. Kibbe
offered this observation about the book: "The book is mistitled.
It should have been titled The Innovator's Diagnosis. The book
does a fantastic job at diagnosis of problems in the U.S.
healthcare system. It presents many new, innovative analytical
frameworks and lenses through which to view the U.S. health
system. However, it's weak on prescription: many of the
proposed solutions are speculative, ungrounded and/or defy
political reality."

"There is no mention of economic events of the past year
or the national political context in which healthcare finds itself
today. There is no mention of the 2008 election that Obama
and the Democrats won the election handily, that Wall Street
and credit markets have self-destructed in past months and
that health care reform appears likely to be a front-center
legislative target for 2009.

"To be fair, the book does not portend to provide advice in
context for today's healthcare political reality. Despite our
reservations about the prescription, we strongly recommend
the book."

Page 2


mailto:NKaufman@foryouradvantage.com
mailto:jkenagy@kenagyassociates.com
mailto:solutioncenter@premierinc.com

=RV )\

For Your Advantage

An Essential Tool for Healthcare Leaders

Sponsored by %PHNS ‘

The HealthCaring Solution

OIG on Adverse Events
By Rick Kneipper, Chief Administrative Officer and Co-Founder of PHNS

s our new President and Congress are getting
Aready to consider major healthcare reform and

funding, perhaps one place to start is to
implement new ways to ensure that our hospitals will
"do no harm." Unfortunately, it appears that we have
serious work to do to eliminate adverse events in
hospitals according to a December 2008 report by the
Office of Inspector General of the Department of Health
and Human Services ("HHS") entitled "Adverse Events
in Hospitals: Case Study Of Incidence Among Medicare
Beneficiaries In Two Selected Counties.” The OIG study
found the following very troubling results based on a
study of randomly selected Medicare beneficiaries who
were hospitalized in acute care hospitals in two counties
in two different states during a one week period in 2008:

e 41 of 278 Medicare beneficiaries (15 percent)
experienced an adverse event during their
hospital stays (and 6 of the 41, or 15 percent,
experienced multiple adverse events); and

e Inaddition to the adverse events, an additional
43 of the 278 Medicare beneficiaries (15 percent)
experienced events that resulted in temporary
harm that required medical intervention (and 16
of the 41 who experienced adverse events, or
39 percent, also experienced a temporary harm
event).

That means 31 percent of hospitalized Medicare
beneficiaries experienced adverse events or temporary
harm, which obviously is unacceptably high! The OIG
focused on inpatient acute care hospitals since inpatient
hospital costs constitute the largest portion of Medicare
expenditures (32 percent in 2006).

In order to ensure credibility, it appears that the OIG
study was very carefully done in two phases. The first
phase used five distinct screening processes to identify
sampled hospitalizations that appeared likely to include
an adverse event: beneficiary interviews, administrative
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data screening using the Patient Safety Indicators
("PSI") of the Agency for Healthcare Research and
Quality ("AHRQ"), analysis of present on admission
("POA") indicators in administrative billing data, reviews
of hospital incident reports related to hospitalizations
and targeted medical record screening using the
Institute for Healthcare Improvement ("IHI") Global
Trigger Tool ("GTT") protocol. The second phase
included physician reviews of hospitalizations with
potential adverse events that were flagged by one or
more of such screening processes to determine
whether an adverse event had occurred, using the
National Quality Form ("NFQ") list of Serious Reportable
Events and the Centers for Medicare & Medicaid
Services ("CMS") list of hospital-acquired conditions.
Thus it seems that the major open question is whether
the negative performance identified in this small random
sample is indicative of the results for all Medicare
hospitalizations.

Of the adverse events identified, 43 percent related
to surgery or other procedures (e.g., excessive
bleeding, respiratory complications, postoperative ileus
or cardiac complications), 35 percent were hospital-
acquired infections, six percent were events related to
medication and ten percent related to patient care (e.g.,
Stage Il pressure ulcer, hypoglycemic coma).

The purpose of the OIG study is to "protect the
integrity" of the HHS programs and to protect "the health
and welfare of beneficiaries served by those programs.”
Obviously such protection is needed to avoid these types
of adverse events and negative harm,
and it seems likely that HHS and/or
Congress is going to add some new
protections for hospitalized Medicare
patients.

January 20, 2009

I would like to hear your comments.
Send them to:
Richard.Kneipper@phns.com
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Walgreen Broadens Its Healthcare Reach With A "Disruptive" Service

Company announcement last Wednesday that its network

of pharmacies, in-store clinics and company health centers
will market a new service to corporate and government employers
nationwide. Itis the kind of "disruption" discussed on pages one
and two of this issue of FYA.

The Wall Street Journal carried an article about the Walgreen

Under the drugstore chain's "Complete Care and Well-Being"
program, participating employees at work would be able to get
checkups, preventive care and other services, such as dentistry
and optometry. Walgreen's Take Care health clinics would be
available for basic services outside of business hours, and the
chain would offer discounted prescriptions at Walgreen
pharmacies. Retirees and employees' family members also would
be eligible for the services. In addition, the customers would
receive a 15 percent discount on Walgreen's private-label products
such as toothpaste and diapers.

Many providers in the fragmented healthcare landscape offer
some portion of the program Walgreen plans to market. CVS
Caremark Corp., for example, runs a chain of drugstores, has
clinics inside some CVS locations and a few company offices,
and owns a pharmacy-benefits manager, which administers
prescription-drug plans for employers and insurers.

But Walgreen, based in Deerfield, Il., is targeting employers
for its new program, having gained the largest market share of
work-site health centers with acquisitions last year. Its services at
those health centers often extend beyond the basic care that in-
store clinics provide. Walgreen said it has reached an agreement
to enroll employees of Colorado's El Paso County in the new
program and has reached a similar pact with Arizona's Maricopa
County, which includes Phoenix.

"Everyone today is looking to control healthcare costs," and
the Walgreen program "can be a big part of helping to reform
health care in this country," company President Gregory Wasson
said in an interview. Mr. Wasson unveiled the program at the
company's annual shareholder meeting in Chicago last week.

Walgreen and its pharmacy rivals, as well as big-box stores

and other retailers, have been trying to attract frugal customers
with discounts on prescriptions and other services. CVS in
November began offering a 90-day supply of more than 400
generic medications for $9.99 each, along with a 10 percent
discount for customers paying cash at its in-store MinuteClinics.
Wal-Mart Stores Inc. in 2006 started a wave of price competition
with its $4 generic-drug program. More recently, it began a pilot
program with Caterpillar Inc. to allow the manufacturer's 70,000
employees, retirees and dependents to fill prescriptions with no
co-payment.

Walgreen has been assembling its network piecemeal over
the last two years. In May 2007 it bought Take Care Health Systems,
which then had 50 in-store clinics in five cities. Walgreen now has
321 clinics across the U.S. Two months later Walgreen paid about
$760 million for specialty-pharmacy operator Option Care Inc.,
which provides medication and treatment services for complex
diseases such as cancer and multiple sclerosis.

Last March, Walgreen bought I-trax Inc. and Whole Health
Management, two big operators of health centers at work sites.
Walgreen's corporate clients for those centers, which now number
more than 350, include Toyota Motor Corp. and Walt Disney Co.
Walgreen, meanwhile, has continued opening pharmacies and
operates more than 6,600 drugstores.

Walgreen is facing the same economic pressures as its
customers. The company last week said it plans by September to
eliminate about 1,000 corporate and field-management jobs, or
about nine percent of those positions. In recent months it has
said it would cut store openings and take other steps to cut costs.

The chain expects to appeal to employers by offering a clearer
pricing structure than other healthcare programs, which frequently
sell bundled services or prescription plans. Walgreen executives
said customers will know in advance how much they are paying
for each drug or service.

Walgreen isn't trying to compete with health insurers or
pharmacy-benefit managers, Mr. Wasson said. Indeed, it may
contract with such companies to provide services, he said.

About

ZPHNS .
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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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What Could U.S. Healthcare Do With $700 Billion?

By Nick W. Turkal, MD, President and CEO of Aurora Healthcare

he message for President-elect Barack
Obama, members of Congress and others
interested in healthcare issues in America

— that would be most every citizen — is simply
this: Itis time.

Time to stop just talking about what's wrong
with our healthcare system. Time to stop watching
the percentage of GDP devoted to healthcare
continue to rise. Time to stop allowing our
businesses to be hobbled by healthcare costs.
Time to stop settling for anything but the best
results in the world.

In the last seven years, our country has spent
more than $608 billion on the wars in Iragq and
Afghanistan. We are now, as we must, spending
more than $700 billion on a bailout for our ailing
economy. If we can marshal the resources for
war and for economic stimulus, it's also time to
find a way to do what we know is right for
healthcare in the United States. The health of
our citizens and the economic stability of our
nation depend on us implementing solutions.

We already know many of the answers.

We know that quality improves when it is
rewarded. Arecentdemonstration project by the
Centers for Medicare and Medicaid Services
provided abundant evidence that rewarding
hospitals for quality improvement dramatically
enhances the quality of care while reducing
mortality and costs.

We know that 49 percent of health dollars in
this country are spent on just five percent of the
population — those who are chronically ill. The
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science is there to improve the way we manage
expensive chronic diseases, but even better, we
could prevent most of them by vigorously attacking
our two biggest public health menaces: smoking
and obesity.

We know that those without health insurance
need to have it. We are the only advanced nation
in the world that fails to offer insurance and access
to care for all citizens. Forty-five million people
in this country are uninsured. Some are poor.
Some have means but choose not to buy
insurance. Others will lose their coverage as they
change or lose jobs. We spend enough money
on healthcare in this country to cover every one
of our citizens. The money justisn't spentin the
right way.

We know that end-of-life care is extraordinarily
expensive, and that there are better ways to
address the needs and wishes of the dying. Ours
is a culture in which death too often is viewed
purely clinically, in which patients must die in
hospitals instead of their homes, and only after
drastic measures are taken, even when patients
and families don't wantthem. Home care, hospice
care and advanced directives can change this
without additional infrastructure, and at a much
lower cost.

We know that preventive care works in many
cases, and yet we do not incentivize healthcare
providers to focus on prevention.

We know that electronic medical records
improve safety and reduce costs, but few such

(Continued...)
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What Could U.S. Healthcare Do With $700 Billion? (Continued...)

systems are fully implemented.

We know that taking care into communities
makes a real difference, that most care should
not and need not be provided in a hospital and
that integrating care across the continuum makes
total sense. Still, our incentives encourage
expensive hospital care and fragmented care
delivery.

We know that the government is the biggest
purchaser and insurer of healthcare and that the
future course of healthcare delivery in our country
will be shaped by action, or lack of it, at the federal
level.

Finally, we know that our problems are not the
fault of any one group — providers, insurers,
government or individuals — and that continued
finger-pointing will get us nowhere.

We know all of this, and yet we do little. It
would be like a doctor diagnosing a disease but
failing to provide a treatment plan.

Our path should be clear by now: universal
coverage and access to care; better management
of chronic diseases; improved integration and
coordination of care; responsible use of scarce
resources.

Those of us in healthcare are acutely aware
of the problems and eager to work with a new
administration on real reform. Incentivize us
correctly, challenge us to be part of the solution,
and we will respond. We may even surprise you
with the progress we have made on quality,
integration and cost control.

As President-elect Obama has stressed,
healthcare itself is an integral part of the economy,
both as a source of employment and as a way of
keeping the American workforce healthy. If the
United States of America can find the resources
to prop up the economy and lead the world in
most every way, surely we can find a way to
make excellent, affordable healthcare available
to all of our citizens.

Itistime.

Nick W. Turkal, M.D., is a
practicing family physician and also
president and chief executive officer
of Aurora Healthcare, a not-for-profit
healthcare system in Wisconsin.
Aurora was the top-performing
hospital system in the nation in the
Centers for Medicare and Medicaid
Services' Hospital Quality Incentive
Demonstration project.

About
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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.
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