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NOT EXHAUSTIVE

Health reform is gradually being implemented, with some of the
biggest impacts still to come

= Prevention/
wellness expanded

* CMS Innovation

Hospital
readmissions

Hospital value-
based purchasing

= Health exchanges
open

= Subsidies and
mandate begins

" Medicare Advantage * Administrative | | = Medicaid expanded

= Patient Centered cuts simplification = Hospital acquired
Outcomes Research | | * ACOs = DSH changes conditions

Center

l l | i

2010
* Dependent coverage extended to age 26 = Ban on lifetime / annual limits
= $250 "doughnut hole" rebate for seniors * |Increased free preventative coverage
* Protections against not covering people * Options for people that are “high-risk”
because of pre-existing conditions and/or to obtain coverage
dropping them when they become sick = Tax credits to small business
* Minimum medical loss ratio requirement = Establishing many commissions

* Reductions in Medicare FFS payments (e.g., workforce, women's’ health)
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What is the expected impact if the Supreme Court strikes down the individual
mandate but allows the rest of the ACA to stand?

Out of the 30 million people expected
to gain coverage under current law:

A. 8 million fewer people would gain
coverage if the mandate is struck down

B. 16 million fewer people
C. 20 million fewer people

D. 24 million fewer people

SOURCE: Lewin Group
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The landscape in 2012

Context

Provider
agenda

Supreme Court decision on constitutionality
Presidential election
Federal government busy at work on implementation

Exchanges, Stage 2 Meaningful Use, DSH, Next Generation VBP,
Wage index reform, National Bundled Payment pilot

Some states setting up their exchanges; several others waiting to see
based on Supreme Court decision

Providers continuing to prepare themselves for the coming
post-reform era, characterized by:

More patients, but fewer dollars per patient

Greater integration

o Horizontally among hospitals; and

o Vertically between hospitals, payors / employers and physicians

In 2012, providers will be focused on:

Execution of “no regrets” moves to hold down costs and capture
growth opportunities

Execution of IT transformation to achieve Meaningful Use and lay
foundation for potential clinical integration

Development of long-term strategy to thrive
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Which of the following areas presents the largest opportunity for margin
improvement at your hospital in 20127?

A. Supply expenses

B. Labor productivity & operations
C. Physician resource utilization
D. Revenue cycle

E. Service line growth
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In this webinar, we will take a look at how one hospital did an exhaustive review of
its “no regrets” opportunities and moved aggressively to capture them

* 300+ bed independent not for profit tertiary

hospital
Background P

* Full complement of services, including
bariatrics

* Heavy Medicare population

= $200M net operating revenue

= Step 1: Use granular data to uncover
Approach performance improvement opportunities

= Step 2: Ensure opportunities are captured
through sophisticated project management
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Supply expenses: The hospital found opportunities equal to Savings from current analysis
~5% of spend through granular analysis Additional potential savings

Potential impact (annual)!
Opportunity areas $ Thousands Description of example opportunity

= Switch from branded to generic drugs for certain
54 indications, focusing on generic drugs and
med/surg products already on formulary

0 Switch
to generics

................................................... 4‘

* Implement common clinical processes to reduce
1,325 patient service costs without reduction in patient
safety or satisfaction

...................................................................................... f

Optimize therapeutic
substitutions

_ * Consolidate volume with lower-cost vendors in
e Consolidate vendors 260 categories with high number of vendors relative
to benchmarks

|
............................................................................................. e EEE S SRS SRR EE R EE R EE R EEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEAESEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEE

e Optimize pricing 86 * Compare unit pricing for high-spend drugs and
med/surg products to national benchmarks

...........................................................................................................................................................................................................

Total opportunity 1,725

NOTE: All recommendations will require review by and approval from physician and/or P&T committees
SOURCE: Blinded OH analysis
_ I I o
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Therapeutic substitutions example: Managing antibiotic use

eCases where linezolid is administered on Day 1 of treatment

Vancomycin/

Total linezolid % of spend . : Cost reduction
spend per DRG m with Day 1 m L|nezol-|d e opportunity?!
g . Reduction
$ thousands administration P $ thousands
DRGsS ercent
Pneumonia 0 0
(193, 194, 195) 58.5 41% 90% 21.6
Cellulitis o 0
(602, 603) 114.0 28% 90% 28.7

@Cases where linezolid is administered for 2 days or less

Vancomycin/

Total linezolid % of spend . : Cost reduction
spend g with 2 day total a Lmezol_ld @ opportunity?!
_ . Reduction
$ thousands administration $ thousands
Percent
DRGs
51 v B
All DRGs 1,161.1 9 6 60% 90% 623.3

1 2 3 4+

Note: All recommendations will require review by and approval from physician and/or P&T committees
1 Further analysis is needed to filter out patients who have previously failed vancomycin therapy

SOURCE: Blinded OH analysis
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Labor productivity: Improving productivity to consistently high levels of
performance had the potential to save the hospital ~10% of labor spend

Cumulative annual savings from improving productivity performance
to “stretch” target productivity levels

$ Millions
4
* Productivity
e 0 ® 0 0 0 00 improvements within
3 r Pharmacy o © ¢ ten departments
Laboratory e ° o . _ account for ~$2.8M
Rehabilitation ICU - Surgical intensive care unit out of total possible
«_ICU - Intensive care unit xespiratory therapy ~$3.2M savings
2t ©——CQther - Clinical overall
® Emergency department * Four of the ten
Operating room departments account
for $2.0M or nearly
1 E ® Medical and surgical floors / Nursing 65% of the total
opportunity
0 | | | | | | | | | | | | | | | | | | | |
012345678 91011121314151617 1819 20 21
Departments
SOURCE: Blinded OH analysis
_ HE W OO OO OO O OP P
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Labor productivity: The hospital assessed opportunity by examining each cost
center’s variability in productivity performance over time

Productivity performance for Surg 7

#Pay periods during the year
90" percentile = 8.2
4 11

()]
()]

2 2

1

Productivity performance for Psych

#Pay periods during the year

90th percentile = 8.6
H 13

1

f4 5

<7.9 <8.2 <84 <8.7 <8.9 <9.2 <94 <9.7 <9.9<10.2

Hours/KVI
Productivity performance for Med 5
#Pay periods during the year
20”’ percentile = 8.3
6 6 ' & '

<8.5 <9.6 <10.6<11.6<12.6<13.7<14.7<15.7<16.7<17.7

Hours/KVI
Productivity performance for Surg 8
#Pay periods during the year
99‘“ percentile = 9.2
9
6 ! .
3 3 2 1 1 2

<74 <77 <8 <8.2 <85 <88 <91 <94 <96 <99
Hours/KVI

SOURCE: Blinded OH analysis

<9.2 <9.5 <9.8 <10.1<10.4<10.7 <11 <11.3<11.6<11.9
Hours/KVI
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Operations: The hospital assessed excess LOS at the DRG level to help target
throughput improvement initiatives

Average difference between CMS GMLOS and Summary of ELOS analysis

actual LOS for DRGs with highest excess LOS

Days (Excess) = Overall average ELOS was 1.78
4.0

* Hospital could save potentially ~$15M in variable

35 costs by capturing the ELOS opportunity

* By reducing ELOS, hospital could increase
flexibility? by freeing up 17% of bed capacity

* The average ELOS of the top ten DRGs is 2.16
days

3.0
2.5

2.0 * These ten DRGs account for ~22% of overall

15 ELOS

1.0

05 + Secondary
priority area
0 | | | | | | | |
0 50 100 150 200 250 300 350 400 450

Patient encounters
Patients

SOURCE: Blinded OH analysis
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Purchased Services: Applying best practice savings range to each category of
spend resulted in a 5-14% opportunity

Typical observed Minimum
Annual spend by category savings range saving potential
$ Millions percent $ Thousands
Medical Svc [T 7.2 3-7 215 - 503
Consulting 5-25 100 - 498
PPE 15-25 280 - 468
Utilities 0-10 0-168
Rev Cycle 10 - 20 116 - 233
Cleaning 0-18 0- 203
IT Service 3.4 31-42
Blood @ 0-0 @ 0-0
Marketing 0-20 0-188
I 30 - 40 188 - 251
Telecoms 9.97 54 - 162
Logistics 7-20 21-60
legal 0-5 0-15
(F)c;f?d 0-5 0-11
o 0-5 0-11
Training
15-35 28 - 64

@ 1,035 — 2,879
1 McKinsey purchasing and supplier database
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Physician variation: The hospital looked at case-level economics to ILLUSTRATIVE
help target physician resource utilization improvement initiatives

... which can be translated ... and compared across DRGs to
For each DRG, variability exists in into a cost opportunity determine which conditions drive the
cost per case by physician ... calculation ... majority of costs
Cost per case Cost per case Cumulative cost opportunity
$ thousands $ thousands $ thousands
9l e 9 L ° 65 DRG 6 ° ® v DRG 10
Total cost 60 L o ° DRG 8
g L ° g L opportunity for A DRG 5
DRG 1 DRG 4
7 F ° 7 F 50 -7
45  oDRG3
6 ° o 40 |
5 r ° 5 r 35
4l . 4 4l 30 | *DRG?2 Variability in 3
25 DRGs represents

3 F ° 3 F 20 + 50% of total cost
5 L 5 L 15 |o DRG 1 opportunity
] . . ] 10

_ s L
0 0 0

DRG1 DRG2 DRG3 DRG4 DRG 1
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Physician variation: Just 10 DRGs represented a 2-3% cost reduction opportunity

Cumulative cost opportunity to median, FY10

e Simple Rehabilitation
O ' - w cc/mcc
. pneumonia &
Simple ia & pleurisy w cc
3.0 Maijor joint pneumonia _ ]
replacement or pleurisy w mcc _ChI’OHIIC obstruct
reattachment or Circulat Ivé pulmonary
25 : irculatory disease w mcc
' lower extremity disorders
w/o mcc
Esophagitis except AMI
20 r
15 Psychoses Heart failure &
' shock w mcc
1.0
0.5 P6* hours w mcc
1 5 3 4 5 6 7 9 10
DRGs of opportunity
Rank order

SOURCE: Blinded OH analysis

These ten DRGs account for ~46% of
overall cost opportunity?!
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Revenue cycle: Focusing on 5 key levers identified a 2-3% potential improvement

iNn revenue

Impact (annual)

Opportunity areas $ Millions Description of opportunity
* Implement denial tracking system and drive changes
0 Increase payor yield 1.0 through performance metrics
| * Build FTE capabilities on most common denial codes
............................................................ bt e e e e R R AR R8RSR R RS R SRR R AR R R R R R
Improve cash * All patients asked to pay at POS: _reS|dulaI & prior bal
collections 1.7 * Implement POS targets and FTE incentives
* Build FTE capabilities to increase POS yield
_ * Build FTE capabilities to expand financial counseling
e Reduce self pay impact 1.4 = Build a “solution” focused culture
* Experiment with alternative payment plans
................................................................................................................... - Reducetotalcosttocollectwaprocessmprovements
o Reduce RC costs 0.6 new technologies, and performance management
* Consolidate areas that can leverage economies of scale
o * Create processes to ensure accurate charging
e Charge optimization 0.9 = Utilize technology and external help to maximize
reimbursement
Total 5.6
SOURCE: Blinded OH analysis
. o n .
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Service line growth: The hospital prioritized service lines based on projected

growth and changes in economics

CM/case 7,500
Dollars
In2019 7,000

6,500
6,000
5,500
5,000
4,500
4,000
3,500
3,000
2,500
2,000
1,500
1,000
500

0
-500

SOURCE: Blinded OH
I'E TEE R

Low growth,
high margin

Other

‘ Low growth,

low margin

Behavioral Medicine

General Surg|lg/le]aie]fe) A"
high margin

Medicine

Hematolgy/

. _ o Oncology
Gastrointestinal Medicine / Urology

High growth,
low margin

Women’s Health

-06-04-02 0 02 04 06 08 10 12 14 16 1.8 20 22 24 26 28 3.0 3.2 34 3.6 3.8

analysis

Percent growth
CAGR, 2011-2019
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Service line growth: Within each service line, the hospital drilled down and
identified where they were underperforming and could improve share

Service line Potential target Incremental cases CM/case! () Opportunity! ($000’s)
* Joint surgery * Improve share of joint 20 $3,700
surgery by 22% in PSA and 79
5% in SSA
* Cardiovascular care * Improve SSA share of all 140 $2,500
CV volume by 3% 346
* Electrophysiology * Improve PSA share of EP 8 $5,300
by 5% 43
* Oncology surgery * |mprove oncology surgery 40 $6,400
share by 15% in PSA 254
* Non-oncology * |mprove non-oncology 110 $8,000
general surgery general surgery share by 913
8% in PSA, 5% in SSA
North and 3% in SSA West
= Neurosurgery * Gain 12% share in 11 $5,800 61
neurosurgery in SSA West
Total 1,696

1 Measured in 2019 dollars

SOURCE: Blinded OH analysis
HE W OO OO OO O OP P
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The hospital organized the large number of ideas and initiatives coming out of the
performance review into a prioritized portfolio that balanced impact, ease of
capture, and time to capture ...

55 ideas, grouped by Feasibility {some selected values hidden), colored by Priority

Carmaloe poar e Craaa T S hysican
TIE W RIEE ad Caroralos docoarsng Caroaize Heakn
vy [rr——

Groupby ¥ Colorby = Sortby * Filter by =

Imtarrador Canoaitzs redcal &2

Ciedd O3 M QL Farrar wih prachon e o p e Caneraitns ciwical and Srancial f= T - e e FNCLHE s Cmide b W
S A Sadon o DAL Al 20 S

B e N pree e Mhlwwmw =y e srganianare
Cagesrs Ul o Doty Sl o Ddetlog Emaerdngs Furcrasad. Jcan - cheicsl sk Rmmn Fougd FabaE B e L Cvmtan FUCLRG O Pt

EEE mm% Immgnmn-m Iwmwm I i ESEaGy - A RiTahas aed mrm.mu\:‘ e e T =
Irisatiak 4. Frarcacr. Ty L ), T Prere———
Paduca uslizadior o Lcarsiar rweaardsa ks Pumhasad - i Rl dhain B Puercia et Emrdardzy tual,

[Ty Traapes: akesd Cezsiar [ERTERTERINTICIRy Sore O el o aviador - B Irngeevarrans - Tath O Kk OT - % e Fradua iy bwgre e - Al Dparesing (Een PRGNS Sapon [oAMTIS 10 iy ME W Eegand b Righ poamedsl
e and e 5] Lapolis and s screren appach and e [ e [ w0 o 06 and free o e e o Taugh.

Lt e capace, ML TR ramec,
Easzy Medium Hard

I'E T E R B
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... and ensured the initiatives were successfully implemented through

sophisticated project management (1/2)

49 ideas, grouped by Feasibility [some selected values hidden), colored by Priority
Filtered by Feasibility [Unknown, Easy, Medium]

e

;ﬁh"dhm
p— N i
Idea #6
OT - 2% limit
Monitor demand frends and flex staffing to demand to improve productivity of
workforee
Sechicn Rippart ING ETRegy cpemscra Socumanaton IpreTent
L
3 5
network products with for rerofecs ! refeals wifn a=zE e T
czmmersal peysr SMOLHE ooporuniies and coordined. .. actions
4 Owner: Sialus: Draft  Planning: Other
= = Friorty: within 12 months Risk: Unknown  Feasibiity: Medium
Imeant 34008 t Lounden Sanzarsze mrg s ;m:_—-w---m Link to source that triggered this idea: Wisit
e Performance Category: Labor productivity / Ops
2 3
£ ot o - B8 L H o
;-gnp-: . ﬁmmam Wendor coracicEacn - GEEE Patuce WRzRton for mon- Chmicsl ooN: vErman - 50% Productvty mgrovemsnl - 753
- druga med mad TG muochen wam common sppromch med Clinical mgphes capiurw percanide myget
Lmen tmoin b pTERT .
3 6 3 I 11 2 5 5
Eazy

Group by ~ Colorby * Sortby *  Filterby «

I I
L L L
Cormciiceis | refonsice IT Ceciraios Humen R Harmonoe SmcenERcn s
TS BT FRACLHE Earata
4 I2 IE
e
4 3 2
é—:mm mm_ '.n:wrnnmsm
peciniticy siraiegy sirategy for FMOLHS ‘DarAces o obher DrpentoeSo
4
3 3 3
Supply Chsin mprovemant st ﬁm—u-\—-“ c:pmmwn-m
Tinie wina | airaingy - 5t Elcabeth mnd
=
9 a4
2 3
- % ':'.'l TR lme {mwm-
Crymices creferenos.
Medium
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... and ensured the initiatives were successfully implemented through
sophisticated project management (1/2)

OT - 2% limit
#  Title
M 80 2% OT labor use; targets for fixed dpt. to manage productivity over time
M 81 Determine best staffing levels for departments like the ED/OR/Nursing floors; Do we need a scribe in the ED
M 82 Standardize policy around sending exempt FTE home due to low patient load
M 83 Establish a standard policy to handle PTO for hourly employees when there is sick time
M 84 Cross train staff to reduce overtime
M 85 Evaluate ways to share/best utilize pools of certain skill roles (pharmacists, OTs, PTs) to reduce overtime
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Optimizing Performance in the

Face of Reform: Strategies for 2012

Q&A

Asit Gosar
Client Services Executive, Objective Health

Asit_Gosar@mckinsey.com

For more information about Objective Health go to www.objectivehealth.com

Email: objectivehealth@mckinsey.com
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