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2010 Health Industry Landscape
Introduction

AHealth Evolution Partners Innovation Network (HEPIN), the thought leadership and
collaboration arm of the San Francideased investment firm Health Evolution Partners
(HEP), has conducted a study of the U.S. health care market

ABased on both a series of live interviews and @uevey (n=185), the objective of the study
was to evaluate the views of industry opinion leaders on a range of industry dynamics and
scenarios. The study was conducted in January and February of 2010

AThis report reviews the full findings of the study, including the key challenges facing industry
leaders and considerations for the short and long term impact from health reform

AA supplement to the report and additional research materials can be found at the HEP web
site (www.healthevolutionpartners.com/research)

A Special thanks go to Shelia Fifer, Lauren Chaparro, Molly Cogan and Jay Wong for their
important contributions to this report
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2010 Health Industry Landscape
Outline

ASurvey Methods
AKey Findings
AScenario Analyses

AAppendix
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2010 Health Industry Landscape Report

Survey Methods
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Methods | Data Collection Model

AcChallenges for 2010

Interview Guide ASectorspecific trends
AWild card scenarios

AAdapted from

ESurveyQuestionnaire interview guide,
based on responses

Interviews Conducted
(n=45)

AHealth CareCEOs
AThoughtLeaders
Asr.Division Managers

ESurvey
(n=140)

AFirst Wave (March 4)
ASecondVave(March9)

Merged Database of Interview and Survey Respongesl8H
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Methods | Respondent Profile

Backaround

During February and March 2010, we
interviewed or surveyed a total of 185 senior
executives

Other
4%

MedTech

17% :
Hospitals/

Medical Centers
34%

Pharmaceutical/
Biotech
10%

Consumerism/
Wellness
13%

Payors
22%

Sectors

Respondents were all senior executives in one of
five sectors:

Hospitals/Medical Centers

Payors

Consumerism/Wellness
Pharmaceutical/Biotech

MedTech (devices and diagnosjics
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A 75% of our survey respondents described
themselves aé | S| £ (Oferatilg NB
9ESOdzi A ¥S4a¢

Theremaining 25%vereinvestors analysts
and policy consultants
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2010 Health Industry Landscape Report

Key Findings
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Key Findings | Landscape Report
Summary of Findings

1. Health reform dominates executive focushis environmental factor is unlikely to chamgeen an
extensive rulemaking process and long implementation period

2. Health reform is predicted to generateeaningful swings in spendi@gross suksectors

3. Hospitals and payols LILISI NJ A Y ONB I aAy 3t e YAalftA3IYySRE gAGK |
conflict

4. Broader acceptance of consumerism may causegin decayor providers

5. Geographic market expansidor hospitals could change the basis for provider competition

6. Treating theseverely iland wellness/prevention are the two, parallel foci for industry leaders

7. Despite ARRA/HITEGHT adoptiomrmay have declining strategic relevance with some stakeholders

8. Stakeholders faceonceptfatiguein considering innovative solutions

9. There is a major gap betwegnS f £ v S & & priciNizatdMNAnY cE@bility folT integration

10. Life scienceface dual challenges of regulatory and reimbursement uncertainty
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Key Findings | Health Reform
Health reform dominates executive focus; a condition unlikely to change

Top 10 MostFrequently CitedPain Pointgn=185) % of Responses

Control ofincreasing health care costs (udifgemiumsg 11.1%

Health careeform - Whatwill it be/ generaluncertainty 8.2%

Acquiringcapital to supporinnovation/ R&D/ bettedata systems/

) 7.2%
expanded capacity
Expansion ofelected capacities without increasing overhead costs 6.9%
operationalscalability '
Shift from paying for care to paying for outcomes 6.2%
Human Resource issudsring & retaining talent physician compensation 5.9%
Difficulty acquiring clients: plan, employer, 3rd party customers 4.3%
Poor economy and business stasis 4.3%
Managinguncertainty around commerciagjovernmentreimbursement rate 3.9%
Respondingo dropping volume of patienfsnembers 3.6%
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Key Findings | Health Reform
Health reform dominates executive focus; a critical issue for payors and
providers

100% 41 SHEUGKOFNBE NBT2NY
uncertaintycg S R2y Qu 1Y 29
90% — i2 0S A yqSs WA oNTRvICS Rrin,
) MedTech
80% -
— Other
70% | B .
= Concept fatigue

: - _—
S 60% ] - Dropping patient volume
o
3 - - = Client acquisition
0 0 - —
§ o - I - = = Poor economy
c
@ . . : :
% 20% - . I . = Reimbursement uncertainty
& - . . = Shiftto paying for outcomes

s [l | -

|
20% . . ' | Scalability
. . I m Acquiring capital
10% m Health reform uncertainty
0% . m |ncreasing health care cosl
Overall Hospitals/ Payors Consumerism/ Pharmaceutical/  MedTech
Medical Centers Wellness Biotech
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Key Findings | Health Reform
Health reform dominates executive focus; complex implementation
schedule pending

2q10

Imposes annudkee on pharmaceuticahanufacturing

revenues)

— Iindustry (according to market share, and over $5MM

Adjusts Graduate Medical Education prograngxpand primary
— care, nursing and public health workforce

2012
%

2013
&

Requires Medicaid to pay

— Ssame rates to primary care

physicians aMedicare

2014
%

Health insurance regulation
reformed:

1) Preexisting conditions
cannot underlay

exclusions

2) Premiums may vary only
on age, geography,
family size and tobacco

[
»

{ 2dz2NDSY

Now: Immediateaccess to
insurance for uninsured
individuals with preexisting
conditions

June:Health insurance
companiegprohibited from
rescindingexisting health
insurance policies, imposing
lifetime limits and other
abusive practices

June:All new group health
and individual plans must
coverpreventativehealth
services

aSKtYly

11

Establishes new Center for
Medicare and Medicaid
Innovation to testpayment
service deliverynodels

AddressedMedicare
beneficiarieghrough multiple
pathways:

1) 50% discount on brand
name and biologics in

+238f¢

L the donut hole
2) Eliminates cossharing
on preventative benefits
3) Establishes Community
Care Transitions Program

/Al 3y Shaa

LyOo

Reducegvoidable hospital
readmissionghrough CMS

| tracking and penalties for hig

frequency hospitals

Physician payment reforms
implemented to enhance
payment for primary care
services and encourages
Gl OO2dzy il of

Establishes hospitzilue

based purchasing prograta

incentivize quality outcomes

6azx/ 00X

y S Ol
2NBI yATFGA2Yy&E

Limited deductibilityof
executive compensation for
insurance providers to $500K
annually

Creates incentives for
Medicaidprograms to cover
preventativeservices

National pilot program on
payment bundlingestablished

Health insurance exchanges
established in each State

Individuals required to obtain
8 health insurancdor pay

penalty)

Medicaid eligibility increased

— 1o 133% of poverty threshold

Employerswith over 50

employees subject to

8 penalties if coverage is not
offered (or does not meet
coverage requirements)
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Key Findings | Pending Changes in Provider Economics
Health reform includes dynamic economic implication

Estimated Federal Costs (+) or Savings ( Estimated National Health Expenditure
Under Selected Provisions of PPACA, Total 20009 Increase, Total from 2012019
$900B
— $350B
____________ =
$800B E $311B
g $300B -
$700B <
Q
o <
g & $250B -
& $600B e
] (]
g 3 $200B
— [}
% $500B Total Cost to Federal §
= Government: $251B E
3 =
' $400B = g $150B -
S $300B $28B £ $1008
=== ! | | o 2518 .
E | — 528 [ 325 E
-$5758 $38B E
$200B I
T $50B -
S
$100B E
$0B -
$0B ' ' ' ' ' ' 20102019 Total
Coverage Medicare Medicaid/CHIP Cost trend CLASS progran Immediate 20102019 Total
reforms

Note: Coverage includes the mandated coverage for health insurance, a substantial expansion of Medicaid eligibilitydatiitl thea/ I f Fdzy RAy 3 F2NJ GKS / KAf RNBYy Q& | SIfiK LyadaNI yOS
in part at changing the trend in health spending growth including comparative effectiveness research, prevention and, vrelliteasd abuse, and administrative simplification (excluding productivity adjustments to
Medicare payment rates, which are in the Medicare bar); the Community Living Assistance Services and Supports (CLASS3 pegraaderal insurance program providing a cash benefit to participants with cognitive
impairment or inability to perform daily living activities
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Key Findings | Pending Changes in Provider Economics
Health reform creates uncertainty, including the risk of profit decay

Impact of PPACA Taxes and Reimbursement Cuts
on the Hospital Sector, 2012019

$OB T T T T T 1
-$50B -

- -

-$150B - :
I -
1 -$7B -$1B $0B

-$200B - ! L
1
1
1

-$250B !

Total Hospital Impaq't Productivity DSH Readmission Hospital Acquired Quality Reporting

I Adjustor Reduction Infection Reduction

G¢KS FSRSNIt I2HSBRXOVAROSENFAaT YSYld ylLGA2ysARS
to focus aggressively on deficit || grows substantially and includes mor
reduction, including addressing| demographically and socially diverse

HEP Scenarios With Respondents

Citing Hospitals/Medical Centers As
LSRR SRAOI NBONNt 29 BORYIORE & A2y Aa¢

b2GSY 'a | LINL 2F GKS adNwSesz ¢S Ll2aSR KeLRUGUKSGAOFTt AXBSSYNENAM2YE Sik20 NBBALRARISAY20ya | YR | 41 SR
Source: MVC Analysis of March 20, 2010 CBO Data
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Key Findings | Payor-Provider Alignment
Hospitals and payors appear increasingly misaligned

Hospital Payor Hospitalscited solutions Payors citedsolutions such

Pain Point : : S R ek 1 x -
Ranking* Ranking* |a dzZOK™ I a X I a"x

hrinki tient vol .
> r|r_1 _|ng patient vo gme/ 2.80 2.75 Geographic reach HSA program enrollment
Declining membership

Reduce impatient case fees &

Shift to payment for outcomes 2.70 2.00 Better define outlier triggers  cap hospitals fees for patient
readmissions

Create new hospital revenue Reduce higkcost utilization &

Controlling health care costs 2.25 2.40 . . o
sources increase hospital competition

Expand outpatient care for
severely ill & promote disease
management for severely ill

Increasingiumbers of older, sickel Construct new inpatient
. : 1.30 3.00 . i
and more cemorbid patients hospital facilities

FC2NOSR NIylAy3a 2F LI AY LRAylGa o0& diNHSyO& 4gKSNB o Aa aYz2ald dz2NBSyidé FyR m Aa afSkad
**|nterview responses
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Key Findings | Payor-Provider Alignment
Hospitals and payors have divergent market expectations

Net Impact of Proposed Solutions

on Hospitals and Payors

100% -

90% -

80% -

70% -

60% -

50% ——

40% +——

30% —

Percent of Solutions Mentioned

20% ——

10% +——

0%

Hospitat
Proposed
Solutions

15

Payor
Proposed
Solutions

= Negative Impact on

Payors

m Negative Impact on

Hospitals

Neutral

Commentary

Aln our interviews and survey, hospital and payor
executives cited similar pain points but often with
conflicting solutions

AShared, highurgency pain points were the following:
1. Shrinking patient volume
2. Shift to payment for outcomes
3. Controlling costs
4. Increasing number of severely ill patients

AOver 70% of payor solutions would negatively impact
hospitals

AThe Patient Protection and Affordable Care Act (PPACA)
serves to exacerbate this misalignment through
reimbursement changes and new programs, such as
accountable care organizations (ACOSs)
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Key Findings | Payor-Provider Alignment
Commercial payor margin trends could act as a forcing-action

Managed Care Organizations (MCOs) and Hospitals,
Industry PreTax Profit Margins, 1992009
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Note: Managed care organizations (MCOs) include a representative set of companies based on Goldman Sachs estimatesirhiospétes based on CapitallQ data for public companies in the hospital/health
center industry only
SourceCapitallQ Goldman Sachs research estimates
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