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October 6, 2016

Board of Commissioners
Snoqualmie Valley Hospital

Dear Commissioners:

You the Board of Commissioners along with the Execufiem worked
together to produce a new strategic plan to guide us for the next two years.
completed a SWOT, took into account community needs, and considered
industry trends. We confirmed our Mission, cast a new Vision, and develope
strategies around o strategic focus areas of Viability, Quality, Relationships
and Growth. | present to you this document containing summary and detail
work. As | considered our efforts | felt | should convey to you my gratitude fi
the work you did not only duringur planning sessions but in advance of then
and between them. Thank you!

| also thought you should know that our work has been consistent with the
purposes of Snoqualmie Valley Hospital upon the inception of the District. li
1972 the petition to the Kingounty Council for the formation of the District
included these aspirational words for the impact to individuals of the District
Ai...the establishment of said di st
convenience and welfare, and will be a benefihtopropertyhereinafter
described . . 6 Our pl an i nc | comhectinnev ways Wit
other area healthcare organizations math out to the community to better
serve its residents]l while maintaining high qualitgnd efficient opeations that
assure that medical and wellness services will always be provided locally.

| am proud of the planning work we have done and look forward now to
implementing the tactics that suppthis plan and providing yowith quarterly
reports on our progress at work/study sessions.

Sincerely,

Tom Parker
CEO
Snoqualmie Valley Hospital


http://www.snoqualmiehospital.org/
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INTRODUCTION ANPROCESS

Hospital District #4 King Countypdi. Snoqualmie Valley Hospital (SVH) developed a new
Strategic Plan for 2017 and 2018. The plan includes reaffirmation of the Mission, a new Vision
statement, updated Strategic Focus Areas and related Definitions, and Strategies in each of the
Strategic FocuAreas.

SVH Commissioners and Executive Team developed the plan together with facilitation provided
by Andrew Ballard of Marketing Solutions of Millcreek, WA. Each of the participants provided
initial input through a SWOT exercise and receptaohning spport information: Industry

Analysis Report, Community Health Data Report, and a Community Survey Repomnon

themes from the SWOT were:

STRENTHBIigh quality staff, care, and infrastructure

WEAKNESSHESpacity size and services, lack of communityagement, and debt
OPPORTUNITIHBcrease collaboration, partnerships, and promotion of services
THREAT&ompetitionandnot being able to meet community needs

= =4 4 A

Two sessions were conducted. The first session focusedfiomaion and changes as needed

to the Mission Statement, Vision Statement and the Strategic Focus Areas. Following the first
session participants were assigned to one of four groups, each one tasked with development of
a draft definition ofthe four Strategic Focus Areas:

VIABILITYDavid Speikers, Emma Herron, Steve Daniel

QUALITY: Joan Young, Kim Witkop, MD

RELATIONSHIPS: Dariel Norris, Tom Parker, Kim Witkop, MD, Steve Daniel, Jay Rodne
GROWTH: Gene Pollard, Jay Rodne

= =4 =4 4

The draft definitionsvere then sent to the other commissionesad executives for their
suggested edits. Each group then reviewed the input and produced the final definition.

The second session included a review of the new definitions and a process for developing
strategies under each of the Strategic Focus Areas.Workgroups were formed, each one
tasked to develop a prioritized list of strategies for two of the @it Focus Areas.

Workgroup assignments:

1 VIABILITY & RELATIONSHIPS: Dariel Norris, David Speikers, Kim Witkop, MD, Steve
Daniel
1 QUALITY & GROWTdan Young, Gene Pollard, Emma Herron, Jay Rodne



After the work groups produced their strategies, the commissioners and executives had an
opportunity to assign point values to the strategies that were developed by the other group.
Tom Parker did not sit oeither of the work groups but offered input while they were
developing the strategies and was able to assign point values to all the strategies.

The strategies were then prioritized based on both the prioritization given by the work group
and the assignegoints given by others outside the work group.

For eachof the Strategies there ardaree columns of scores:

1. Workgroup Priority This is the priority that was given by the workgroup who was
assignedtahatStrai S3e Q& { GNJF §S3IAO0 C20dza ! NBI @

2.NonWorkd NP dzLJ a S Y 6 STé@sdare{th® ®rtslpoins attributed to each
{GNF 0S3& (KNP &I R & & KcSpadidpanihadahte? daks yalued at 3,
2, and 1, with 3 being this highest score, and plabeit dots on the stategies of the
other warkgroup.

3. Combined Score Priorityhis is a prioritization that combinésth the Workgroup

Priority and the NoAWorkgroupa S Y 6 S N2 & hé Nba2NANJIINPCdzL) a SY 6 S NE
Scoringhas been convertedhto a prioritization, the highest score given a priowatyl,

the next highest score a priorityf @ and so on. ffese prioritiesvere then averaged

with the priorities from the Workgroup to get a combined priority score.

Following the establishment of the strategies, management was tasked with developirgs tacti
that will accomplish each of the strategies. Executive management will first develop tactics that
are expected to have significant impact and the 2017 operational and capital budgets.
Executive management will also engage each of the department hepasai®ns Team) in

the development of departmenbased tactics that support the accomplishment of the

strategies.

Tactics expected to have significant impact on the 2017 operational and capital budgets will be
presented with the proposed 2017 budg&epartmental tactics will be developed by

department heads by year end 2016. Executive management will report to the board of
O2YYAAaaA2YSNE ljdzZ NOSNI e RdzZNAy3a 22Nl k{GddzRe { Sa
implementation of the strategic plan.



SUMMARYOFOUTCOME

The following is a summary of the outcome of the strategic planning sessions which includes
the new Mission and Vision statementbg four Strategic Focus Areas, their Definitioting
Strategies and the prioritization scoring as describedvabo

MISSION

Promote and improve the health and wellbgin
of people in our communitypy providing quality care in a
collaborative environment.

VISION
Our Community will become the healthiest in the Nation.

STRATEGIES
Strategy NonWorkgroup Combined
Workgroup | a SY 6 SN& Q| Score Prioty
Priority Priority

STRATEGIC FOCUS AREA: VIABILITY
The previous financial history of the district and the current amount of debt makes financial viab
priority. We are defining financial viability as @aldnced budget, positive cash flow, debt repaymer
and positive financial returns on District investments.

Balance budget to generate capital for future 2 15/1 15
growth and investments.
Challenge our present independent and swing 1 3/4 2.5

bed-centric model tadetermine options that
allow sustainability considering new payment
models and the changing healthcare landscape
Offer services consistent with community need 3 712 2.5
and payment models to support them
considering industry trends.

Reduce debt and use a standardized method f¢ 4 5/3 3.5
seltassessment of progress toward goal.




STRATEGIC FOCUS AREA: QUALITY

The commitment and continuing efforts to use measurable interventions to propel and sustain
improvement that contributes toditer patient outcomes, better system performance, and more
satisfying experiences.

Transform services from episodic and 1 13/1 1.0
transactional to longitudinal and preventative.
Reduce hospital radmission rate and average 2 4/3 2.5

length of stay.

Increase patient and family satisfaction scores. 4 11/2 3.0
Increase designated stroke and cardiac levels 3 214 3.5
care.

Increase percentage of Q.l. reporting metric 5 0/5 5.0
scores.

STRATEGIC FOCUS AREA: RELATIONSHIPS
Relationships arat the core of our existence. Relationships, based on mutual respect and trust,
interactions that will make us better as individuals and an organization.

Develop strategic approach to seeking new, 2 15/1 15
strengthening current, or returning to historical
relationships both in realms of business and

community.

Develop a method of valuating relations and th 1 713 2.0
value of our contribution to relations.

Expand employee development and recognitio 3 8/2 2.5
program.

STRATEGIC FOCUS ARFROWTH
Growth initiatives must be measurable, consistent with our mission, financially sustainable, and
responsive to the health needs of those we serve.

Identify potential affiliation partners. 1 9/1 1.0
Conduct a comprehensive asset mappingcess. 2 8/2 2.0
Focus growth marketing on outpatient services 3 4/4 3.5
Reduce outmigration. 4 713 3.5
Increase outreach to make the Hospital a 5 2/5 5.0
community gathering place.




SUPPORRESOURCES

The following is a summary of tlseipport resources that were provided to participants in the
strategic planning sessionsull reports are found in theppendix.

TheHospitallndustry AnalysiReportKey Findings:

1 Outpatient revenue in hospitals is 45% of total revenue

=

Public vs. Privatmsurance in hospitals is split 40%/60% respectively

1 US personal consumption expenditures at hospitals are forecast to grow at an annual
rate of 6% between 2016 and 2020.

1 Average hourly was increased from 2015 to 2016 by 15%

1 Industry drivers for change artechnology innovation and new government regulations
including the Affordable Care Act

1 Business challenges:

Capital need for aging facilities and new technology

o High cost of hospital care

0 Medical errors

o Staff shortages

o Aging workforce and increases in frkplace injuries
1 Trends:

o Mergers and consolidations

O O O O O

Growth in Healthcare IT

Reduction in inpatient length of stay
Medical tourism

Shift from inpatient to outpatient services
Growth of the ACO model

TheCommunity Health Needs AssessniReportproduced fo SVH showed that much like
Washington Stiee, and King County, residents of the SVH service area had the following
significant healthcare and health needs

== =4 =4 A

Access to health care

Preventive practices (vaccines and screenings)
Cancer

Heart dsease



Lungdisease

Mental health
Overweight and besity
Smoking

= =4 4 A

Obesity was found to be the one condition for which residents of the SVH service area had a
significantly higher indence rate than th&Vashington Statend King County.

TheCommunity Survey Repdrad only 36 participants. As such it was note@lupon to guide
the strategic plan. A copy of the results are contained in the Appendix.



Tactical Planning / Implementation

Following the establishment dfie strategic plan, Executive Management id&ad initial
tactics that support the Strategic Plarcluding thosehat are expected to have significant
impact on the 2017 operational and capital budget. These tacticstaen belowand are
incorporated into the 2017 budgets recommended to the bolydnanagement.

Additionally, departmental tactics are being developed by department heads and will be added
G2 SESOdziA@S YIyl3aSyYSyiQa NBLEZ2NI (2 G4KS 02l NR



Initial Tactics Including Those witBignificant Impact on 2017 Budgets

STRATEGIC FOCUS AREA: VIABILITY
BUDGET IMPACT TACTICS FOR VIABILITY STRATEGIES Revenue Expense Capital

Challenge our present independent and swing bedntric model to determine optionghat allow sustainability considering new payment models and the
changing healthcas landscape.

Brand the Clinics and ED with area hospital partner to grow acute care admissions.

(Note: Revenueis expected to bémpacied by branding. Given that the timieé for affiliation is not yet
known, it is premature to include a revenue increase in the 2017 budget. It is estimated though that voll
will increase from branding. Evergreen Monroe Hospital experienced an 18% increase in Emergency
Department volume ad revenue following its affiliation with Evergreen Health. An 18% increase in gross
NBEOSydzS G {1 g2dZ R 6S bmIamy>nnn o6F&SR 2y MH

Balance budget to generate capital for futargrowth and investments.

Achieve staffing productivity at §tpercentile per Truven benchmark report ($250,000)
Discontinue use of Xenex ($60,000)
Eide Baily Benchmarking ImplementatiQo&D ($197,000)
Eide Baily Benchmarking ImplementatipMedSurg ($769,000)
Shared Fiber connection with City and School District (savings occur each year for 5 years) ($56,000) $130,000

Increase Medicare Days

Offer services consistent with community needs and payment models to support themsatering industry trends.

Identify or develop program of employee wellness to set example for the community. (re: obesity issue $50,000
identified in Community Health Needs Assessment.) (AHA, 20/20, 30/10, Weight Watchers, etc.)

.NAY 3 FNBIF K2alAGdlrtaQ /19 LINPINIYAE KSNB

Reducedebt and use a standardized method for sel§sessment of progress toward goal.

Create bond retirement dashboard | | |

STRATEGIC FOCUS AREA: QUALITY
BUDGET IMPACT TACTICS FOR QUALITY STRATEGIES Revenue Expense Capital

Strategy:Transform services fronepisodic and transactional ttongitudinal and preventative.

ContinueClinic practice transformation

Participate in at least antype-one (shared savings) valliased care arrangement

Modify clinic provider contracts to reflect valkibmsed care

Valuebased care education and management

Include quality incentive in physician contracts

Strategy:Reduce hospital redmission rate ad average length of stay.

Maintain average Swing Bed Medicaid censusafl2ssg Assumes replacement with 2 Medicare SB patieﬂ $2,391480




Implement telemedicine serviggocus on access to specialists to reduce readmission rate)

I 2y GAydzS {2 OMidance €atd RianningioSedace length of stay with partiéotars on
reducing outlier length of stay.

Implementnew Curasparmmodule fordischarge planning. $2,400

Strategy:Increase designated stroke ancardiac levels of care.

Increase designations afdowed by State Cardiac/Stroke Program.

Conducftfeasibility assessment and pro forma or increasing levels

Gain entrance into State Trauma System

Strategy:Increase patient and fanily satisfaction scores.

Launch Patient and Family Engagement Progmmclude plan for connecting with Senior Centers, $25,000
Community Centers, EMS, and other Health and Human Services Organizations.

Strategy:Increase percentage of Q.leporting metric scores.

Improve scores for those below the midpointteinchmarks. | | |

STRATEGIC FOCUS AREA: RELATIONSHIPS

BUDGET IMPACT TACTICS FOR RELATIONSHIPS STRATEGIES Revenue Expense Capital
Develop a method of valuating relations and the value of azontribution to relations.
Implement vendor assessment tool. $12,000

Develop relationship evaluation tool to assess the value of external relationships (WSHA, AWPHD, WR
Council, SnoValley Tribe, SVCN). Include evaluation of dues.

Develop strategic approach to seeking new, strengthening current, or retngto historical relationships both in realmsfdusiness and community.

Develop RFP for potential affiliation partners. Engage Merger and Acquisition consultant to guide RFP $50,000

Develop plan for connecting withon-employedproviderswithin the District

Shared Fiber connection with City and School District (savings occur each year for 5 years)
NOTE: THIS IS A DUPLICATE TACTIC

Expand employee developmerand recognition program.

Develop education program to help employesstimize their utilization of the Employee Benefits Program | | |

STRATEGIC FOCUS AREA: GROWTH
BUDGET IMPACT TACTICS FOR GROWTH STRATEGIES Revenue Expense Capital

Identify potential affiliation partners.

Develop RFP for potential affiliation partners. Engage Merger and Acquisition consultant to guide RFP
NOTE: THIS IS A DUPLICATE TACTIC

Conduct a comprehensive asset mapping prese

Map internal assets and skills

Develop integrated servicoffering asset map with community partners




Focus growth marketig on outpatient services.

Continue work of Program Development Teams: ED, Clinics, Imaging, Outpatient Rehab, Endo, Swing|

Reduce outmigration.

Brand the Clinics and ED wihea hospital partner to grow acute care admissions.

Implement telemedicine service to include virtual clini€Ciarnation and Snoqualmie Pass..
NOTE: THIS IS A DUPLICATE TACTIC

Add second van to increase capacity for transporting patientsugpatient services. $25,000
Increase outreach to make the Hospitalc@mmunity gathering place.

ConductannualFamily Health Faand nini-health fairs $20,000

Become highly credible voice for community welln@3&%F Engagement, EE Wellness, #ksence at other $2,800

health fairs, cooking demos, Door to Door Community Awareness Campaign
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Departmental Tactic§TEMPLATE]
STRATEGIC FOCUS AREA: VIABILITY
BUDGET IMPACT TACTICS FOR VIABILITY STRATEGIES Revenue Expense Capital

Challenge oupresent independent and swing bedentric model to determine options that allow sustainability considering new payment models and the

changing healthcae landscape.
| | |

Balance budget to generate capital for futargrowth and investments.

Offer services consistent with community needs and payment models to support themsigering industry trends.

Reduce debt and use a standardized method for ssd6essment of progress toward goal.

STRATEGIC FOCUS AREA: QUALITY
BUDGET IMPAQRCTICS FOR QUALITY STRATEGIES Revenue Expense Capital

Strategy:Transform services from episodic and transactional to longitudinal and preventative.

Strategy:Reduce hospital rexdmission rate ad average length of stay.

Strategy:Increasedesignated stroke ad cardiac levels of care.

Strategy:Increase patient and fanily satisfaction scores.

Strategy:Increase percentage of Q.leporting metric scores.

STRATEGIC FOCUS AREA: RELATIONSHIPS
BUDGET IMPACT TACTICSREMRATIONSHIPS STRATEGIES Revenue Expense Capital

Develop a method of valuating relations and the value of atontribution to relations.

Develop strategic approach to seeking new, strengthening current, or returning to historical relationships inatkalms d business and community.

Expand employee developmérand recognition program.




STRATEGIC FOCUS AREA: GROWTH
BUDGET IMPACT TACTICS FOR GROWTH STRATEGIES Revenue Expense Capital

Identify potential affiliation partners.

Conduct a comprehensive asset mapping prese

Focus growth marketig on outpatient services.

Reduce outmigration.

Increase outreach to make the Hospitalcammunity gathering place.

12
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Appendix 1Hospital Industry Analysis Report

Hospital Industry
Anaysis

First Research Quarterly Report
March 28, 2016

Prepared by

914 164th Street SE, 2400 | Mill Creek, WA 98012 P 425.337.1100
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Comganies in this industry provide medical, diagnastic, and treatment sendces o people on an ingafeni and
oufpatient basis ai spedalized medical, surgery, emergency, and other health care fadlifes . Major companies
mdude Communily Heallh Systerms (CHS), HOA (Hospilad Corporafon of Amernca), and Tenel Heallhcare {all
bazard in the US), as well as Apollo Hospitals {India), Géndrale de Santé {Franoe), and Ramsay Heallh Care
{Mumstralia )

The world has abou! 17 000 hospitals. Regions with the mosi hospita beds per 10,000 people include Europe, 1he
Waslem Pacific, and fie Amencas, acoording o fie Wardd Health Oganizatan

The US has aboul 7,100 hospials with combined annual revenue of about 31 trillion. The industy doesn i include
residential care Gcilifies or gulpatient care centers, which are covered in separale industry profles

Competitive Landscape

Demand for haspilal services is driven by demagraphics, illness and injury rales, and advances in medical cane
and lechnalogy. The profitability of individual comganies depends on efficient operations, snoe many hosgpitals
offer similar sendoes, and cusfomer percepiion, sinoe in many dlies hospitals compete for patienis

Hospitals also compete for ghysidans, and seek o aftract dodors with stile-of -fe-ar equipment and an
afiractive work environmeni. Large comganies hawe advaniages in buying supplies, sharng besl praciioss, and
negofaing confractks with health nsurers. Large hosgitals may offer a wider variety of services. Small hospitals
Gn compate successiully by sening a limited geographical area or offering specialized servioes. Aboul 75% of
fha 7,100 US hospitals are nonprofils, afliiated with churches, charfes, or local govemmanis

The US indusiry is fragmenie d: fe fop 50 organi sations generate aboul 30% of revenue

Products, Operations & Technolagy
Major servioes indude inpatent hospital care, which accounts for about 55% of indusiry revenue, and ouipatent

sarvices {(Thase thal fypically don'l require an avemight stay }, which aceount for about 45%, according fo the
Armerican Hospital Assodation. The average hospital has abaut 150 beds

Revenue by Servioe - American Hospital Association

Ir 2at ank, G058 —

M lpaian. 4I%

Hospitals can be government: or privalely run, either by a charifabl e organizafon or a for-grofil comgoration. Most
US hospitals, including teaching hospitals and other instilufons, ane exemp! from federal income tax. Around
T5% of US haspitals are general medical and surgical hospifals. These nsflufons accoun! for mare an 90% of
imdusiry revenue Abhoutl 1700 US haspitals provide gsychiatnc, substince abuse, and adher specialized
strvices, such as obswelncs, pediati o, onhopedics, and cancer care; fese facilifies generate aboul 7% of
industry revenue

Haospilals provide an eff denl way for doclors fo use fadlifies, equipment, and services loo expensive fo buy for
private pracices . Hospital operations revalve around roulineg pafent care such as feeding and hygiene;
treatimen! procedures (induding med cifons |; mecord-keeping; personnel management; purchasing; and billing
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Hospitals pay close altenfon o costs, because ey usually receive a Bxed amoun! of revenue per patent and
rrust bear aclual cosis Memseiwes. There are some sconomies of scale: a 50-bed hospital ofte n needs tha
same expensive equipgment {such as an MR machine ) as a 200-hed hospilal. Hosgitals usually need lokeep a
nursing staff in progonion o the number of " licensed” beds . Oooupancy rales are typically aroun d 5% of
heds. The average mpalien! hosgital slay for shod-slay hosgital s is just under five days

Labor is the largesi sngle operaling cosi e, oflen equal fo more than 45% of revenue. Nurses, aides, and
echnicians comgrise (he majonity of the worklorce. While hospitals may emgloy fein own doclons, mos! docdons
wio use (heir Boililies have indapendent practices and use e hospital under confacl Doclors may be
aflilfiated wilh several hospitals within the same area. Some hospilals are afflialed with medical schools 1o
provide student iraining, and many olhers hos! msearch facilities

Techinology

nfomnaton lechnology systems are essenfal 1o hospital rmanagemen!; computer systams manage comglex
paten! reconds and Billings. Many hospilals also have comgulensed purchasing systems ko keep invenlonies [ow
Recen! kchnologicd advances mclude medica imfonmation sysiems thal helg doclors with diagnoses and
treatrmenl, and presciglion sysiems thal help greven! drug inleradions and rmedicaton mistakes . Some hospitals
use wireless lechnologies fal doclors and nurses can use al bedside

Recen! healf refonm mandates aimed al imgroving eflicencies are rewanding hosgitals for mglemening
electronic health records (EHRs), which manage gilien] profiles, physician orders, lest resulls, and ded sion
supgan lools and allow for sharing of data among care providers. Adoglion of EHRs inoreased fram 10% in 2008
to 78% in 2014, and more than 90% of efigible hospilals have received govemmen! mcentves for laking sleps
wwards meaningful use of EHRs

Hospital equipmen! i s oflen expensive and may have a shon useful ife because of ragd lechnological
advances. Recen! nnovatons mdude robolic surgery, aser surgery, MR imaging, handheld ullrasound, and
lelemedicne {remole pafen! monilonng ) syslems

Sales & Marketing

Typical customens are ind viduals requining immediale urgent cane, scheduled surgenes wilh exdended recoverny
fime, and mdividuals needing rouine oulpatiend services sudh as blood waork, wellness dhechks, diagnosis,
reatrmenl, and rehabilitation

Major typesof markeling include TV ads, nesspagens, and radio. Most marketng is for general branding and
narme recagnifon. Hospitals direcly marke! and sell serdces lo doclors (who refer paliens ) and lo insurers
{who pay for mos! sendoes ) rafer than fo e individuals who aclually receive the servioe s, Hosgitals atiract
referrals from doclors by offering a wide amay of Boilifes and equigmen! and hosling specialisis on heir stal
Contrack with heal?h insurers, anolher imponan! resource for paten! referrals | 1ypically specily e varely and
oosls of servoes provid ed lo msured individuals

The Infem et plays an increasngly imporant rade in rmarkeing, panicularly in urban areas where patents have
choices in fe lype of cane. Some hospitals use online screening onms 1o collect basic information aboul 2
pafent's need, guding the patien! lo an apgroprale division or specialisl. Hospitals regulad y foul their exgent e n
orfine newsleflens, publicafons, and public seminarns

Prices vary degending on the senioe, lengh of patient stay, and the patient's insurance policy. Hospitals
rouinely negoliate rales wilh a palienfs insurance grovider o rmanaged care organizafon (MCO). Payment lenns
1o hospilals are rmuch more standardized in lederal programs iKe Medicaid {intended for [ow-moome families) and
Medicare {ihose 85 ar over)

Finance & Regulation

The gquality of accounts receivable in US hospitals is ofien poor, becausse of e [arge number of uninsured whao
use hospitals a5 feir only source of healih care. Receivables are typically aboul 60 days, alhough so-calfed
govemmentoun “providens of s reson”™ can have much higher receivables. Hospitals can lower he amount of
wrile-offs from unoolfected bills by working wih fed eral or slale govemmeni-fun NSuranos programs lo noease
Fie number of palienls covered. Public health insurance programs, mchding Medicans and Medicaid, an
average accoun! for 303% 1o 40% of hospital revenue. Private heallh insurance plans acoount for about 50% fo

a0

The average working capital turnover rafo lor fie industey in the US is aboul 20%. Cash fow i usu ally high,
wilh a large number of small paynents. Because of fe high oosi of me d cal equigiment and buildings, hospitals
typically have farge capilal nvestmenis. Employes expenses are also high, and operaling marging are slim

Working Capital Tumover by Company Sizms
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The working capital lwrnover rafio, also known as working cagital fo sales | i a measore of
how effciently a company uses ik capital o g le sales. Comganies should be
comgarned 1o olhers in Meir indusiny.
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Regulation

Hospitals are heavily regul ated al the federal, state, and local level. Paricipanis in federal Medicare and
Medicaid must abide by a large number of reguiations conceming (her ogeraing, acoounting, and billing
procedures. Medicare has a major infuenoe on fe paymen!s hospitals receive, as many ofier payers use
Medicare paymen] schedubes as ther bendhmarnk, and leg sfation has ried lo address (he rapid growd in @alional
healfh care costs. Legisiaton refaled fo heallh re o includes fie Afford able Care Ad (&CA) of 2010, the
Arrerican Recovery and Reinvestmen! Acl (ARRA} of 2009, fe Healf Insurance Portabilily and Accountability
Act (HIPAA} of 1996, and the Heallh Informaton Tednology for BEconomic and Clinical Health {HITECH) Act of
2009

Stale regulations can vary widely. Some stales mandale a specifc level of stalfing per pafen!, some requine a
cerlificale of need before a hosgilal can buy a large piece of equipmen! such as an MR| machine, and some
don'l allow for-grofil hospitals ko employ dodors directly. Most states manage a nelwork of statle heallh
requiators o insped hospitals lor gualily of care, the sk of infectious disease, and working condifons

nsurance can be cormglicatled by stale programs, offered as a benefil o stale emgloyees or grovided 1o
mdividuals withoul coverag e Hospitals must work within complex stale and federal insurance gograms and
regulafons o ensure bolh proper care and pay lor senvices

Internmational Insights

The world has abou! 17,000 hospitals . Regions with the mosi hospita beds ger 10,000 people nchude Eurape, the
Weslem Pacific, and fie Amerncas, according to e Wardd Healih Organizaton. Among couniries | Belarus,
Jagan, Morth Korea, Soulh Korea, and Russia have the mosi hospital beds ger 10,000 people. Tog hosgtal
syslems based oulside fe 1S include Agollo Hospitals (india), Générale de Sanlé (France), and Rarmsay Healih
Care (Austalia)

Hospitals typically account for 40% 1o 70% of national health care expenditures in Eurogean Union couniries
In | EV acoess 1o heallh care and hospitals across count'y Dorders is a complicated issue, cormpounded Dy
paolitics, laws, and patients’ ighls. EU member counties operale different health cane systems, and varying
perceptions of care have resulled in palients seeking care in olher countries. n addition, doclons oflen mowve
fraen their home couniry o praclice in another. Due lo counin-ol-ongin Ews, nalions could lose control aver
hosgitals within their borders. The be nefils of cross-honder health cane nclude standardizaton of care and beller
use of resouroes

Hospital beds per 10,000 pop. - WHOD
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Signifcant porions of EU healfh care budgets ame dedicated fo dhronic and long-fenm ilin esses such as diabeles
carg. Countie s and regions ane looking for ways lo reduoce fig burden of chronic illness on cash-stagpad
healfh sysiems. Healfh cire lechnology such as health care |T, eHealih, and miealih {mobile lechnalogy ) all
hawve the polential fo make carng for chronically il patienis less expensive and more effeciw. The use of
rrchile and wireless tech nology could save as much as 99 billion euros by 2017, according o
PicewaterhouseCoopers and the Groupe Spedale Mobile (GSM) Assodation

Impraving hespital care warddwide is challenging, bul WHO is alempling 1o standardize care. The Safe Surgary
Checkdist is a WHO ini fative aimed al reducing injuries 1o hospital patients wherever they are ireated. Saome
3300 hospitals have endorsed the nitiatve, which could save af least 500,000 ves per year, acoarding o

WHO. The chedklist works besi when hospifals incorporate i as par of procedural changes thal emghas e
oommunication amang surgical feam members and as pad of an ncreased emghasis on patient safely . Anofer
camgaign, the Sale Childirh Checidisi, aims (o reduce some 8 million dhild and matemal deaths fal occur each
W

Haspital -aoquired infections and anfbiofic-resistan! sirains of ba deda are senous issues for many hospitals
fedtion rates range fom 7% in deweloped natons o 10% in d eveloping countries. Since anfbiotics are nat a
rmaney maker for phamaceufcal companies, research info more effective drugs has nat been al fe forefront of
drug development. Also of conoem are soma complately resistan! bactena thal are no langer confinad &
hospitals, bui have been identifed in oulside communifes, such o anfibiofic- resistant fuberoulosis, gonomhea,
and E. Caoli sirains

Oifer global health concerns include child modality rates, malnuiition, obesity, and infectious disease. The
larges! obslade in many deweloping nations is acosss 1o cane

Regional Highlights

In e US, demand for hospital sendoes is greates! in ameas with a large older pogulation, such as Flarida, and
states thal large or high-growth populations, such as Texas, Califomia, Pennsyivania, and New York

States with high H=zpanic pogulatons (Arxona, Califomia, and Texas) oflen require dodars and stalf 1o speak
basic Spanish. Signs, disclosures, and fonms ane ofien printed in both English and Spanish. As the population of
e US becomes increasingly diverse, doctors and nurses must be awane of the range in cullural altitudes
toward the phys dan-patient relatlionship and te differing rates of disease amang vanous efinidlies

Human Resources

Alfough the majority of hospital emgloyees eam low fo mod et pay, the high income of dodors and ofher
spadalists contribules fo higher owerall eamings. Awverage hourdy wages of workers in general medica and
surgical hospital s are significantly higher than the nafional awerage

Injury rates for hospitals ane fwioe as high as fe nafonal average. Common injuries indude back stains and
sprains fram moving patients or from falls

Hospital employees require faning an a broad range of ismues, including govemment regulations, msurancos,
lirmiting warkplace njuries and medical mishags, redudng lability, and avercoming language and cullural barrars
HR execulives regulardy schedule se minars and gresen talions fo maintain a highly educated stafl Inifial fraining
and arentaion can ast several weeks Advifon can be costly, and fumover a groblem in lower-sage posifions

Industry Employment Growth
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Demand. Driven by medical advanoes and demaographics
Need eff cent use of labar and equnprrunl
Risk: Heaith refcem o peratons and i it payments

Quarterly Industry Update

3.28.2016

Challenge: Hospital Emetgcncy Rnomu Expadencu Worsening Drug Shortages - US emergency rooms are
expedencing sharfages of ¢ Il i ,lirpacting hespitals’ abilities 1o pravide efficient critcal
care services. The number of drug munagus increased 435% be!ween 2008 and 2014, accerding 1o a recant
study published in Acaderic Emergency Mediane. Of some 1,800 shortages reported snoe 2001, mare than hal!
were [fesaving drugs, alicut ene-fhird were drugs used in emergency reoms, and 10% were drugs Hat had no
subsfute Shortages are atkiduled %o manufacturing defays, supply and demand, and raw materials avaiabiity,
in nearly half of cases, fe manufaciurer gives no reason. The majorily of drugs oo shertage in ERs are stedle
injectable medicnes with low profid marging . Increased regulatory requirements might infuence manufaciurers to
stop praducing an ungrofitable drug, accerding 1o The Washinglon Past The FDA has issued a fong-feom plan W
mitigate shortages, but the agency cannaol require manu Bckirens ko make medically necessary drugs. The
Government Acosuntability Off ce is conoemed that shortages may lead fo care rafoning or substituton of less
effective alternatives, accarding 1o RerceMeaithcare

Industry Impact - Hespitals must instuct stall on allernative care regimens when a drug shorlage cocurs n
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S0Ma casas hana 15 no accaplatla subsiwia for an unawailabla madication, polaniially damaging quaiiy of cara
Hospital administralors musi axar preassung on ragu idiorny and indusiny organizations 1o ihoroughl y axpiong
causas and solutions 1o 1ha onsis

Industry Indicators

LS consumar prcas for madical cara commaditas, which may impact hospitals’ oparational costs for aquipmant
and supplias, inoraasaed 2.4% in March 2016 comparad %o tha sama panod in X158

LS consumar pricas for madical cara sarvicas, an indicatar of profitabiity for hospital sarvicas, rose 3.6% in
barch 2016 comgparad 1o e sama monih in 2015

Total US ravanua for hospitals rosa 2 9% in tha fourih quanar of 20145 camparad 1o tha pravigus yaar

Industry Forecast

US parsonal consumpion axpandiiuras a1 hospiials ara foracast 1o grow at an annual comgoundad rata of 6%
batwaan 2016 and 2020, Data Publishad: Fabruary 2016

First Rasaarch foracasts ara basad on WFORUM foraca sis that ara icansad from tha Infanndusiry Econamic
Resaarch Fund, Ing. {IERF ) in Collaga Park, MD INFORUM s “inlanndusiry-macre™ apgroach io modaling #ha
aconomy capluras ha inks batwaan indusinas and fa aggragala economy. Foracast FAQS

Industry Drivers
Changas in f&@ aconom ¢ anvironmani 1hat may positivaly or nagativaly affact indusiry growin

Data providad by First Rasaarch analysts and raviawad annually

& Technology Innovation Advancas in scianca and sachnalogy, including information tachnaolog y

& Government Regulations {hangas in fadaral, siata, or logal gowammani ragulalions or Businass-
maialad poicias

Critical Issues
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Affordable Care Act - The ACA i changing the wa y hosgitals funclion. In paricular, the e calls for an
emphasis on patien! oulcomes and overall paten! care, which influenoe s how hospitals are reiimbursed for
servioes . Hospitals with high readmission rates ane reimbursed by Medicane al a lower rale, for examgle. Also as
a resull of e Bw, hospitals are also seeing an influx of newly insured gafenls. Hospitals mus! carellly manage
capacily and workilow 1o effecively absorh and ireal these patienis

Managed Care - Alficugh hospilals feal patients, their larges! cuslomens are managed care companies. Large
hosgital organizatons such as Tenel dead wilh fousands of managed care conltracls, which can make il difficul
o effcently bill and process acoounis. On fe ocal level, just a handiul of MCOs may dominate maost health
rrarkels, giving hospitals fess bargaining leverage. In sorme areas, 3 single haalf insurer is <o dominant Sal i
holds a rra ket share in excess of 50%. In the hospitalindustng's favor is fal BMCOs try 1o altract the best
healfh care providers for their nelworks as possible o serve their enrolfees

Business Challenges

Capital Spending Required - To compete ocaly, hospitals require arge capital investments in Boililies and
equigment, which can resull in significan! dedl. Investments in comguler | T Syslems have been especially
imganant fo comgly with the records reguia fons of he Health nsuranoe Ponabilily and Accountabifity A
{HIPAA) and to irmgrove clinical information fow. During e recesson of the Tate 20008, when credil was light,
rrany hospitals had 1o scale badk on capital mgrovemenis or cancel projecs enlirely

Rizing Cost of Hospital Care - Hospital prices rose al an annual rate of 8% belween 2008 and 2010, acoording
o Armedndca’s Heallh Insurance Plans (AHIP). The AHIP said fal hospital consolidation was a fadar in rising
prices. Cosls wene also altecied by growlh in ulilizaton and inoreases in labor and medical lechnology oosts,
according 1o the AHA A1 the same fme, hospilal manging did nol increase, indicaing he pressure on hospitals 1o
e prices ow

Medical Errors - Medical erors are estimated lo cause hundreds of ihousands of deaths and resull in billions of
duollars in exra cosls annually, laking inlo accoun! additional exgensive care, os income, and mal practios suils
Hospitals fry fo preven! mislakes wifh stall iraining and incenfives o inorease handwashing, procedures sudh as
mrarking body park lo be operaled on, and fe adogfon of chedkilisk akin o pilo! chechfisis

Staffing Shortages - Demand lor health care workers is increasing, bul the available abor gool is adequale,
espedally in nursing. General pracice physidans and cerain specialists are also expedendang high demand. The
curren] shorage of nurses and physicians is expecied o grow as older generalions refire. Expe ks predict a
shorage of up fo 260,000 nurses and 90000 doclors by 2025

High Rizsk of Employee Injury - Heallh care workers have a wery high perosntage of illness and in juries
because they work in close proxmily fo il pafens, handle dangerous eqg upment, and often must do wark that
mvalves physical exedion, such as [ifling. Hospital workers have an average illness and injury rale thal is dou ble
e natoml average for &l US indusiries

Ban on New Physician-owned Hospitals - The ACA bars (he lommation of new ghysician-owned hospilals and
limmils the adivilies of exising ones, effectively reversing a Key industry trend. & a resull, many physician
groups have halled plans for new construdion. Exsing physidan-owned hospilals grandiathered under e aw
will have o infonm patients of the doclors stake in the hospital so they may choose ko be realed fere or
elsewhere. They mus! also make feir osneship staius nown on the Web and in olher public aneas

Business Trends

Consolidation - Provision s of the ACA, esgecially changing rei mlursesnent modalifes, have spuned
ungrecedenied consolidaton in e hospital indusy y, allerng the competifve Bndscape. Hospilals have been
buying comg elifors, mdependent physician groups, and insurance camganies, all fo gel a befler handle on oosi
confainmeni, paten! care dala, and revenue skeams. Crilics say hal fe con solidation of large hospilal systems
and the aoguisition of physician pradices have caused (he cosi of care o fse. The FTC has mwesigated sone
progosed mergers due lo anlilrus! conoems

Health Care IT - Healfh care [T is the mosi gressing lechnolog y issue facing hospitals. Developing elecinonic
health records (EHRS) is @ griaitly for many comganie s fo improve gqualily and efficiency of care and reduce
rredical erors and redundancies. Govemmen! reguiatons and noenlives are pushing hospitals 1o come up wifh
EHR systerms thal proled privacy while allowing doclors and hospitals to Wansfer he d® care mlonnalion

Detw een ladlifes

Reduc ed Patient Hospital Stay - In response o cosl and revenue gpressures, e medical industny has reduced
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e average fme patients spend in hospilals. Sungical patenls who can be ealed and released quickly ane maone
proftabie for hospitals han medical cases Mal involve englhy hospital slays. The average hospilal slay
drogged from 7 days in 1980 1o 4.8 in 2010,

Medical Tourism - US hosgtals lace compelition from medical grovidess in aofher nations. Hospitals in ndia,
Malaysia, Singapone, and olher nations are makeling rouling medical procedunes, eleclive Surgery, CANCer Cang,
and alher irealments o Amedcan Mounsis” who want 1a avaid the high cast of US health cane. Same 1.2 millian
Amerncans received medical cane in 1Gl'Elgl'l eounines in 2014, up from 900,000 in 2013, ﬂl!‘.'\'.'ﬂl'ﬂll'lg o Patenis
Beyond Borders.

Growth of Ou tpatient Services - Quipatien services oomgrise a growing goanion of hospilal revenue, mane than
40 parcent indusirywide. Since palienis are seni home afler surgery of ofer grocedures, oulpaten care is Bss
expensive Man inpatent care. Hospitals and managed care organizalions see culpatent care as a way lo cul
oosts while sl providing quality cane.

Growth of Accountable Care Organizations - Paricigaton by US hospilds in acoountable came onganizations
{ACDSs) = growing, with 83 new Medicare ADDs lomed in 2014, scoording to Health Affaivs. Crealed by the
Aflordatibe Care Acl, ACOs are nelworks of hospilals, physicians, and ofer grovidens 1hal coordinale gatient
care, ideally eliminalng unnecessary Bsk and hospital readmi ssions and consolidae lechnology and slafling
expenses. Medicare and privale insurers reimburse ACOs, wilh fe fee amount splil betwean the network
providers. Providers in ACDs are incenfvized il ey cooperale care and reduce medical costs.

Industry

Aging Population, Increasing Demand - The aging of me US pogulaton s exgected 1o continue lo dive
Inereases in heall care expendilures. The numbter of US resdents 65 and over, e fastest-growing segment of
e population, i proecied o norease 38% betwesn 2015 and 2025.

IT Development - Hospitals were &ow o adog! 1T Bals because of the expense in mglemeantation and diflicully
in managing eomplex meadical information. However, wilh Me lederal govemnment oflering incentves lor
mgplemen ing healh infonmation technology 1ools, hat s changing. Eleckon ic medical reconds, exranets, porals,
and medical rese arch =les allow hosgilds a freedom of informalion aecess never belore experienced [n the
indusiry. Beclronic infosmation manage meni can helg eliminale errors and many of e hours nurses sgend
charling patient data.

Alternafive Medical Services - & growing number of hespitals ofler patients some losm of allemative medic ne,
according 1o the Amercan Hospilal Associaton (AHA). Wilh a markel estimaled al just over 330 billion and
aflluent cuslomerns wha can gay high grices uglnon! lor Mese services, mone hospitals provide allematve
medicine such as acupunclure. However, hospitals oflen consider These servces loss leaders, and chiefy ofler
mam in lhe efflon lo aftract alfuenl patients who are maore likely 1o have insurance Mal will pay for additional,
conventonal medical services.

Exzpansion of Insured Patient Population - The Allordable Care Al s making heal? insurance available o
mare and maone Americans following the implementaton of coverage provisions in 2014, As a resull, the
pressures of ireafng uninsured patienis, who oflen seek expensive emergency room cane, could decrease.
Hospitals will still e required 1o ofler discounted and charity care fof [ow-income patients, bul the eflect of the
law could be a nel positve.

Specialist Sarvices - Many hospitals are axpandin g their presenos in existing makels by adding specialist
sarvioe ines including obslekics, oncology, cardialagy, and onhoped ics. Hospitals can also enhance revenue by
adding culpaten! surgery cenens and dinics.

Consulting and Management - Large hospilal chains are laking advaniage of heall lederal relosm challenges
by ofleding culscurced revenue cycle management, palenl engagement, and lechnalogy services lo amallar
community hospitals matldon't have the benefl of scale.

acutive In

Chief Executive Officer - CEOQ
Mavigating the &AC A&

The lederal Allordable Cane Acl (ACA) has had a significant impact on hosgital operalions and revenues.
Madicane reimbursement changes {sudh as penalies for high readmission rales) have pul pressure on haspitals
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¥ rraintain and imgrove qualily of cane while keeging cosls under control. Consalidation and merngens also add
preassune 1o the indusiry, 85 hospitals are acquiring competlon, physidan groups, and even insurerns. To mainiain
mrarnging and 1o make changes required oy fe ACA, hospitals are implementing syskem-side pedonmance

irprov ement inifatves locused an cosl redu cion and revenue enhancement.

Reducing Hospital Errors

Ermafs in patient irealment by hospilals cost ives and wi necessary expenses. Hundreds of Miowands of deams
and iﬂjul‘iEB Gﬂﬁiﬂg billions of dollars averall ocour ﬂl'lﬂl.ﬂll'_l' as aresull of medical arars an d haspilal-induced
imlections. Hospilals seek 1o imgrove patent sately by implementng new grocedures and infonmalion syslems
aimed al prevenling emors, and enfordng prevenialive processes, sudh as slicl handwash ing roulines and
checklisis.

Chief Fimancial Officer - CFO

Updating Billing Sy stems

Mew initiatives lo imarove e quality ef patient care and make bills easier lor cansumers io undenstand will larce
changes in hospital billin g systems. As consumerns bear a higher podion of healih care cosls, ey wani mare
explanation of hospital charges in “plain English.” Hospitals must update billing syslems 1o accommadale thesa
changes while maintaining or imgroving billing accuracy.

Funding Capital Invest ments

Haspitals are concemead with their ability fo address fulure capital needs. Same hospitals operale in stales that
require cerificales of need for permission o expand their facilities and services, which may preveni exgansion
and thus curl revenue grow. Hospilals may rely on vaditional cagital ecurces, such as bonds, bank lcans, and
philanMaopy. Oferns are salling non-core real estate assels, (ke medical effice bulldings and culpatient eentarns,
o raise funds and de-leverage balan ce sheels.

Chief Infarmation Officer - CIO

Implementing Electronic Medical Records

Eleciranic heallh reconds {EHRs ) hold greal promise for hospitals 1o conlrol costes and improve qualily of care. As
aresull, he lederal governmeni has made widespread adoplon of EHRs a natonal priority. However, a survey
by fe American Hospital Associalion on EHR use fnds that most hospitals fall inlo e “geling stared” or “low
usage” groups. The mast irequently cied bariers 1o adogling EHRS: inital and engaing costs, inlencgerability wilh
current syslems, accegpian ce by clinical stafl, and availability of well-irained 1T stafl.

Integrating IT Systems

Givan the cosl and impael en work processes of large-scale syslems, man y hosgilals are 1aking an incremenial
appnoach fo T adopiion: they're imglementing IT systems within ind Mdual degariments, wilh plans fo connect
Mam over lime. Wi oul proper planning, inlegrating these degariment "slos” inle an enlerprise-wide 1T system
will challenge hosptals. They a0 lce challenges shanng d inical dala with physidan offices, [abs, and hed |
imsurers. Adoglion of indusky standards by | T vendors ean reduce the inlegration effad, bul such standards are
=il evalving. As a first step loward systems integraton, many hospilals ane installing a redundamt
communication inkaskuciure with e bandwidih o supgon sharing voioe, dala, and images across the
anerpnise.

Human Resources - HR

Hiring and Retaining Skilled Nurses

Defmand for RNs will conlinue 1o rise with the growing heallh care needs of aging baby boomers. The American
Aszocatien of Colleges of Mursing ciles a grojecied shartage of 260,000 nurses in he US by 2025 To address
this, hospilals suppon expanding nursing educalion grograms and inoeasing the number of visas (H-18, HIC,
and TH) for loreign nurses. Theyre also exploning ways 1o provide more afiracive working conditions and
persuade older RNs 1o remain in the worklonoe past relirement.

Controlling Rising Pension Costs

Hospitals have histedcally had genercus benelil and retirement pro grams. These programs, comBined with an
aging workioree and reduced invesiment relurns, have conlribuled ko higher pension cosls and refaled lunding
requirements, paricul ardy for nongrodl hospitals. A recent study by S&P's Ratng Services fnds thal during fe
pasl twa 1o three years, pension casls have risen al double-digil rates for hospilals with defined benefil
programs. Hospitals are being lorced 1o carefully analyze the financial imgact of supgart ng delined-benelfil and
refirement programs.

WP Sales/Marketing - Sales

Growing Outpatient Services

Hospitals wani 1o qrw paten! wilumes o make up lor culs in reimbursement rates from heallh insurers.
However, because Meir hospital bed we s oflen al cagacily, theyre locusing inslead on growing culpatient
sarvices. Due 1o advances in medical lechnolagy, many gracedures Mal anoe fequired a hosgital slay can now
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be done on an oulgalient basis. The emergence of ireestanding ambulalony surgical cenlers, ollen owned by
dodlors, has given comnsumerns mone dioices for oulpafent services. Hospilals are responding with more
aggressive prini and TV ads louling their imedical expedise and loous on patien care

Improving Public Perceptions

Puliic peroeglions of hosgitals have been dedining in recenl years as repons of enors, negligencs, and ofer
imSues rmake the news. To counter fis, hospitals are canduclng PR campaigns 1o communicate whal they re
duaing lo imgrowe (he qualily of care and are being mone Iransparent in reparding guality and cosls

Executive Conversation Starters

Chief Executive Officer - CEOQ

How has the pany figured its operations to navigate the new rules of the AC A&7

To mainfain marging and 1o make changes required by he federal Alfordable Care Ad, hosgpitals are
implemantng system-wid e peflonrmance impgrovemsen! inifalives fooused on cosl reducion and revenue
enhancemeni

How is the hospital reducing its staff error rate?
Hospitals are mgroving paten | safely by implementing new procedu res and informafon systerms aimed al
preventing emon

Chief Fimancial Officer - CFO

What plans does the hospital have to update billing systems?
Hospitals update billing systems o accommadale insurers’ "pay for perlommance” melics, while maintaining or

wrgroving il ling acouracy

How does the hospital typically finance capital projects?
Hosgitals rely on kaditional sources | iKe bonds, bank loans, and philanfrogy, and also sell non-core real estate

AsEaly
Chief Infarmation Officer - CIO

What challenges or bene fits does the hospital see in moving to EHRs?
The governmen! has made adogling EHRs a rational prioty and is considening incenlive programs o speed
adagion

How extensive are the hospital's plans to infegrai e |IT systems across departments?
Many hospilals are installing communication infrastruclure with the bandwidih ko supgon sharing voios, dala, and
ey es across (he enlenpnise

Human Resources - HR

How iz the hospital addmessing the nursing shortage?
Hospitals exgand nursing educalion benefls, noease visas for loreign nurses, and develog relention programs

What concerns does the hospital have about rising pension costs?
Due fo ragidly in coreasing pension rales, hospitals carefully analy ze fhe imandgal impad of supponing defned-
bhenefl and refremen! grograms

WP Sales/Marketing - Sales

What marketing strategy works best fo promote the hospital's outpatient facilities?
Hospitals typically use prini and TV adwerlising 1o loul their medicd experfse and gatient cane

How does the hospital address the public perception that the quality of care has gone down ?
Hospitals conducl PR carmgaigns lo oomemunica e qualily of cane imgrove menis, and ane more ran sparent in
repuring qualily and oosts

Call Prep Questions

Conversation Starters
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How has the AC A impacted the company's operations?
The ACH is changing fhe way hospitals funcion

How does the company manage its relationship with health insurers?
Alfiough hospitals real patients, iheir arges] cuslomens ane managed cane oomganies

How much does the hospital invest in capital improvements?
To cormgede locally, hospitals requine [ange cagilal mvestmenis in Bcilifes and equigment, which can resull in
sgni fcant delt

What opportunities does the hospital see in serving the aging population?
The aging of the US pogulation is expeded lo confnue 1o drive increases in health care expendilures

How iz the hospital benefiting from new IT systems?
Hospitals were slow 1o adag! 1T lools because of the exgense in inglementalion and diffcully in managing
complex medical informatan

What ame the company's plans to offer altemative medical services for patients?
A growing nurmber of hospitals offer pa fenis some fom of Jlemative medicn e, acconding o (he Arme fican
Hosgital Assacation (AHA)

Quarterly Industry Update

How does the company ensunz that it maintains adequate supplies of medicines?
LS emergency rooms ane expedendng shonages of critical ifesaving medicines, imgading hospitals’ abilites 1o
provide efficien] aifcal care services

Operations, Products, and Facilities

How many hospitals does the company operate?
Many for-profil hospitals belong o dhains

|s Ehe hospital for-profit, nonprofit, government-owned 7
Ahoul 75% of the 7,100 US hospitals are nongro s, aflilialed with churches, charities, or local govemments

How many licensed beds does the company have?
A lypical [arge hospital may hawe 300 beds; communily hospitals generally have fewer than 100 beds

|s the hospital associated with a medical school or research facility 7
Some hospilals are alliiated with medical schod s o provide student training; olhers have associated research
Bcilifies

In which, if any, particular areas of medicine does the company specialize?
Many hospilals now specialise in areas such as cardacor cancer realient

What is the average patient stay in number of days?
The average hospilal state is four fo five days

Whatis the company's typical occupancy rate?
Around 65% of oensed beds are usually acoupied

To what extent does the company participate in Medicare and Medicaid programs?
Togelher, ese grograms grovide around 30% lo 40% of hospital revenues, bul gaynents are ollen lower than
from olher payers

How have increased cost s for malpractice insurance affected the services the hospital offers?
Some doclors have slopged olledng higher risk healfh care servioes allogether, which may affect hospitals
abililies fo offer fose surgenes or procedures

Customers, Marketing, Pricing, Competition

How does the hospital compete for patients and doctors with new physician-owned specialty hospitals?
Hospitals are concemed thal he physician-owned specially Bdlifies will steal rmany profital fe patienis

Does the hospital have relationships with several MCOs or insurance providers or is there a dominant
player?
Many hospilals degend highly on one mswance provider

How does the company attract and approve doctor affiliations?
Some comganies have spedal markeling programs

What other hospitas, clinics, out patient surgery centers, or diagnostic labs competein the same area?
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ndegendent clinics hal grovide specialized services, such as lab services, oulpalien! surg ey, or imaging
services ke CAT scans, oflen deliver superior service al lower cost
Regulations, RED, Imports and Exports

How does the company operate within the framework of state and fed eral regulations?
Hospitals are among he most lightly regquialed indusiies in the US

How has the hospital financed necessary regulatory changes regarding medical coding, patient privacy,
and financial transactions?
In addition 1o patien! privacy rules, hospitals rmust mglement new accouning and fnancial rules

Organization and Management

If a nonprofit, how much control does the sponsor exercise over hospital administration?
In resgonse lo fnancial chall enges, many nonprofis have hired professional hosgilal administralons

How will shorter medical resident hours affect the hospital?
Mew work rules imil residents fo 80 hours per week

How would a state nurse-to-patient ratio requirement impact the hospital?
Califomia has the nafon's firs] nurse-io-patient ratio requirement for hospitals
Financial Analysis

What is the average inpatient bill?
The average mpalien i Bl is more than 410,000

What is the revenue mix beiween Medicare, Medicaid, ged can panies, and out-of-pocket
paymenis?
Govemmen! grograms grovide aboul 30% 1o 40% of hosgital revenue, grivale insurers aboul 50% fo 60%

Have |abor costs been increasing faster than revenues?
Labor costs typicaly equal more than 45 percent of revenues

Business and Technology Strategies

What is the hospital's strategy for reducing costs?

Belre healfi care cosls exgloded, many hospilals were managed willfioul regand for cost conlainment. New
federal regulations and pressure from managed care oompani es have forced hospitals o beoome mone
cosi-efficient

How has the company managed its expansion and other capital investment plans?

Costrevenue gressures have caused many hospitals, both non- and for-grofil, fo merge wif compeling
mstitulions fo grovide more costefecive care by elimnaling duplicatle services, administraive cosis, and
excess beds; adogling "best pradioes”; and imgroving purchasing eflidendes. Some companies have seen
opporunilies n serving smaller communifies with less comget fon

How has the mix of inpatient and outpatient services dhanged over the |ast several years?
Ouipalien servces ae a growing source of revenue

How does the company plan to fund the acquisition of increasingly expensive diagnostic and treatment
squipment?

Advanoes in medical knowledge and ledhnology are groducing sophisticated, bul expensive, new equigment fal
rapidly becomes obsol ebe

Finaneial Information

COMPANY BENCHMARK TRENDS

Quick Ratio by Company Size
The quick ralio, also known as the acid lesi rafio, rmeasures a comgany's abilily 1o meel shon-lerm obligatons

wifh liquid assets. The higher the ralio, the betler; 8 nuimber befow 1 signals fn ancial disiress. Use the quick rafo
1o determine if comganies in an indusiry are typically able lo pay off i eir curren! Fabili fes
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