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Good News, Bad News and Reality

There'sgood news, bad news and then there'sreality. The good newsfirst.

esident-elect Barack Obama's plan to extend healthcare to uninsured
Americanswill provideaboonto hospitas, aongwithmedica centersand
hospital equipment makers, according to Moody'sInvestors Service.

"Moody's estimatesthat the annual cost of the plan could be on the order of
$100hillionto $200 billion, inclusiveof participant contributions, ontop of current
annua government spending of about $800billion,” therating agency saidinareport
last week.

"The expected spending could positively affect thetop-line growth of many
hedlthcareproviders,” therating agency added, noting that the agendaof Obama's
Democratic party includesincreasing research funding and providing $10 billion
over fiveyearsto hedthcare providersto build up e ectronicinformation systems.

Theagency added that for-profit and non-profit hospital saike could benefit
fromthe plan, which wasacornerstone of Obamascampaign. Theplanwill raise
somerevenue by taxing larger employersthat do not offer hedth coverage, Moody's
sad.

Becausethe plan wouldincreasethe number of insured patientsand theamount
of reimbursement for care, hospitalscould benefit directly andindirectly, Moody's
dsosad.

"Theimprovement would bedirect, through reimbursement, aswed| asindirect,
if more people seek primary caretreatment inamore appropriate setting suchasa
physcan'sofficeor adinic, for example, rether thaninanemergency room,” Moody's
sad. "Thiswould free capacity and reduce pressure at hospita (emergency rooms),
many of whichareoperating well-above capacity.”

But theagency saidtheremay besomenegativeeffectson hospitasandinsurers,
aswell.

Here'sthe bad news.

The plan'smandateto coordinate care better through improved information
technology and provisionstotie paymentsfor Medicare, thefedera healthcare
program for theelderly, to performance may impose greater costs.

"Also, hospitalscould find themsel vesin tougher contract negotiationswith
insurersthat may experiencetighter marginsunder the Obamaplan. Lower ratesof
reimbursement growth could, inturn, put new pressure on hospital margins,” the
agency sad.

The president-€lect's plan may take yearsto implement asthe country triesto
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Good News, Bad News and Reality (Continued...)

untangleitscurrent economic snarl that includesagrowing
deficit, Moody'swarned.

Moody'srevised itsnot-for-profit healthcare outlook
for theworsethanksto thefoundering economy and shaky
financid markets. Moody'slowered itsoutlook to negetive
just two months after analysts described the sector's
performance as stablefor the coming year to 18 months.
Sincethen, "disruptionsinthecredit and liquidity markets
haveworsened and the prospects of aprotracted recession
haveincreased,” accordingto Moody's.

Tumultuousdebt marketshavemadeit moreexpensve
and moredifficult to borrow, asignificant problemfor the
capital-intensive healthcare industry, the report said.
Tightened credit marketsmean fewer banksthat arewilling
or abletolend and investorswho demand higher interest
rates. Not-for-profit hospital sin short-term debt markets
asoface heightened risk that bondsmust berapidly repaid
or that deal sto hedgeinterest rateswill go sour, analysts
noted.

Stock market volatility in recent months rapidly
compounded lossesto investment portfoliosthat not-for-
profits rely on for cash reserves. Poor investment
performance may also force hospital sto pour more cash
into defined-benefit penson plans. Broader economicthreats
includeagrowing number of uninsured patients, state cuts
tofunding for the safety netinsurer Medicaid, and Stresson
revenuefrom private payers seeking to control costsand
patientswho delay care. Moody's anaysts said mergers
andacquidtionswill likely incresse, and capital projectsmay
beddayed.

Theredlity accordingto most observersisthat President-
elect Obamacan't—and won't—ignore hedlthcarereform
inhisfirg monthsin office, but changesmay belessambitious
than he promised during thecampaign

Hedthcaredill ranksamong Americans top concerns,
according to polls, far behind the economy, but vying for
the next spotsalong with energy, war and terrorism.

With themeltdown of the economy, we should expect
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changesin healthcarethat are phased in or incremental —
reform described asa' down payment” ongreater stridesin
thefuture oncethe economy hasstabilized.

Candidate Obamameade hedthcarereformacenterpiece
of hiscampaign, building on the existing empl oyer-based
system but calling for near universal coverage for all
Americansto addressthe 46 million peoplewithout health
Insurance.

His proposals, estimated to cost $60 billion to $100
billion ayear, included creating apublic plan availableto
those who did not have accessto coverage, along with
expangonsof somegovernment programsand amandate
tocover dl children.

Even with money in short supply, making that $100
billionideaalong shot, the new president could expand
some existing programs to cover more people, make
changes to the Medicare program to save money and
encourageless-controversa effortssuch asimproved hedth
information technol ogy, pricetransparency and wellness
programs.

(a N

About
TrendLeader —
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FYA - For Your Advantage is brought to you
by TrendLeader Connections. The function of
TrendL eader Connectionsis producing educational
materials and seminars that help healthcare
executives differentiate between fads and trends;
and making connectionswith" Trend Leaders' within
thehedthcareindustry.

We are committed to delivering new
perspectives and ideas, creative and innovative
healthcare solutions, provocative concepts and
quality educational materialsto today's heathcare
leaders. Wewant to concentrate on "what comes

after what comesnext."
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Negative Outlook for Not-For-Profit Hospitals
By Rick Kneipper, Chief Administrative Officer and Co-Founder of PHNS

he gpparently never-ending seriesof bad economic

newshit not-for-profit hospita slast wesk whenrating

agency Moody'sreleased areport entitled "Not-
for-Profit Hedl thcare Sector Outlook Revised to Negative
from Stable." Thereport statesthat while"most hospitals
showed resiliency wheninitia economicweskening began
inlate2007, in recent monthswe havebegunto seegrester-
than-anticipated erosonin performanceand liquidity.” The
report a o expresses concern regarding thetightening debt
marketsfor not-for-profits, and therapidly rising cost of
debt for those not-for-profitswho are ableto accessthe
debt markets.

Moody'sreport also predictsincreasing pressureon
revenuesduring thesetumultuouseconomictimes.

"Thenot-for-profit hospital industry operates
under achdlenging businessmode characterized

by fierce competition and third party

reimbursementsdesigned to control cost inflation

whiledsomaintainingmarket efficiencies Hospitas
thereforefaceggnificant chalengesevenduringthe
best of economic times, but when the economy
worsens, the challengesintensify. Inthecurrent
economic downturn, we expect to seegrowthin
reimbursement-based revenueslag growthin costs

by awideningmargin.”

Thefollowingisasummary of thenear-termandlong-
term risks that Moody's identifies as the basis for its
"negative' outlook for not-for-profit hospitas:

Short-termrisks:

e Hospitas accessto capitd financingisimpaired—
including therestricted capacity for bondinsurance,
the collgpse of theauction rate market, and theloss
of inexpendveandwiddy availableliquidity support
and credit subgtitution from commercia banks

e Variablerate debt adds risks—including failed

remarketing of variablerate bonds, spikesin both
short-term and long-term rates, reduced demand
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for fixed rate hospital bonds and unfavorable
movement of swap rates

e Investmentlossesareweskening baancesheatsand
reducing availableliquidity

e Near-termincreased pensonfundingand physcian
employment

Near-termrisks:

e Material increases in defined benefit pension
contributionsin 2010 dueto thelargedeclinesin
pensonvauations

e Prolonged and degp declineinabsoluteliquidity and
measurements such asdays cash on hand

Long-termrisks.

e Increasesin charity carelevelsasunemployment
reaches its highest level since 1993 and more
individualslosetheir healthinsurance because of
layoffs or employerswho no longer offer health
insurance

e Increasing bad debt exposure

e Softening of discretionary demand, particularly for
urgeries

e Reductionsin Medicaid reimbursement asstate
economiesweaken

e Likely reductions in Medicare as the Trust's
insolvency ispredictedto bein 2020, only 12 years
avay

After all that bad news, thereport concludesthat " For

most hospita's, sound management deci s onsabout operating
costsand capita investments, coupled
with skilled oversight and directionfrom
hospital boards will be of special
Importance over thenext year or two."

I would like to hear your comments.
Send them to:

Richard.Kneipper@phns.com
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Nation's Pastime Could Hold Answer

Wall Sreet Journal reporter asked "What can
doctorslearn from baseball managers?' Plenty,
say an increasing number of healthcare
professionals, who arelooking at the revolution in baseball
statistics—"sabermetrics," famoudy employed by Oakland
Asmanager Billy Beaneto build better teamswith cheaper
players.
Healthcare experts have been inspired by this system
to question established medica practicesandto help develop
better and cheaper healthcare.

In the medical profession it's called evidence-based
medicine. It'sthe development of best healthcare practices
based on data that show which treatments and protocols
work andwhich do not. Sofar it hasgenerated moreinterest
than adoption among traditiona healthcare providers.

Of course, there are no medical equivalentsto baseball
statisticssuch asVV ORP (va ue over replacement player) or
WHIP (walksand hits per inning pitched). But expertssay
healthcare organizations could control costsand improve
careif they made greater use of the datathat they routinely
collect and, for themost part, ignore.

That'swherethe baseball comparison comesin, says
David Merritt, project director for the Center for Health
Transformation, an advocacy group founded by Newt
Gingrich, the former speaker of the House of
Representatives. "Until you have dataon past performance,
which hopefully will indicatefuture performance, it'samost
impossibletotdl who'sgoing to beamgor-league bal I player
andwhao'snot,” Mr. Merritt says. " A smilar analogy can be
madeto a physician who'streating patients every day and
not utilizing thetool sand technol ogy of themodernworld.”

"Billy Beane changed the game," says Stephen

Schoenbaum, executive vice president for programsat the
Commonwed th Fund, afoundation that supportshedthcare
programs. "It's become a competitive issue to try to do
better and better on the data.”

In Salt Lake City, doctorsat I ntermountain Healthcare
say adatareview of neonatal intensive care showed late-
term pregnant women werereceiving eectiveinductionstoo
often. A changein standards has hel ped keep the number of
expensive caesarian sections below the national average
whilemaking deliveries safer and lesscomplicated.

In La Crosse, Wis., doctors at Gundersen Lutheran
Health System say the high rate of patientsusing advance
directives allows them to save about $2,000 on hospital
and physician services per patient in thelast six months of
life.

Information on Hand Medica centershavebeenfocused
on improving the biological treatment of illnesses, but
broader questionsabout the use of costly resourcesremain
unanswered, saysDr. Elliott Fisher, director of the Center
for Health Policy Research at Dartmouth Medical School.

"Many of them have excellent datasystemsthat would
let them try to figure out how to provide better care, but
that'snot what they'refocusing on,” he says.

Cogtsareoften driven by judgment calssuch aswhether
apatient can betreated at homeor needsto bein ahospital.
Doesapatient need aspecidigt, or will aprimary-caredoctor
or nursedo?

Robust data are necessary but not sufficient to solve
healthcare'sills, Dr. Fisher argues. That, he says, requires
integrated systems using el ectronic records, performance
measurementsand payment reform that rewardsvalue over
volume,

About

ZPHNS
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PHNSisan innovative hedthcare services company providing strategic outsourcing
servicesin information technology, health information management and receivables
management to over 400 hospitals. PHNSisnot aconsultant, vendor or software company
but a partner, a solution. PHNS understands healthcare because our partners are

healthcare and healthcareonly. Unlikeitscompetitors, PHNSstrategicaly aignsitself with ahospita'sclinical and
financial goalsand objectives. Throughitsuniquebusinessmode, PHNS reduces costsby aggregating, consolidating
and sharing resourcesamong its participating hospital partners. PHNS hel pshospitals manage information systems,
computer technol ogy, patient records, coding and patient billing toimprove patient care, safety and efficiency and
increase profitability and efficiency. For moreinformation, visit www.phns.com.
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