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The challenge is that health care is getting
much more complex...new government rules,
reimbursement reduction[s]...advancing
technology, advancing expectations around
cybersecurity, and really making the new
expensive drugs available to patients...It's hard
to plan the future when the rules today make no
sense and no one is thinking about developing
rational rules with transparency for the future.
—CEO of a large nonprofit health system
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Introduction

Turnover among hospital and health system chief executive
officers (CEOs) is higher than in other industries.! Along with
navigating ever-changing policies and regulations, hospital
CEOs must work with multiple payers, meet community
obligations, stay current with evolving technology, contend
with complex staffing issues, and keep their doctors and
board members happy—all while delivering high-quality
care. The American College of Healthcare Executives credits
consolidation, industry transformation, and aging leaders with
an 18 percent turnover rate among hospital CEOs for the last
three years.?

As a follow-up to our 2015 Deloitte Survey of US Health
System CEOs, we interviewed 20 health system CEOs in May
2017. We found that, of all the issues that may keep hospital
CEOs up at night, they say they are most concerned about
the future of Medicaid; CEOs also worry that the transition to
value-based care is moving too slowly. Declining margins is
another top concern, as are challenges in finding, recruiting,
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and retaining forward-thinking and adaptable health care
leaders. Keeping up with new technology—and the cyber-
security risks that accompany it—and adapting to evolving
consumer expectations are also important issues. (Many of these
issues are interrelated.) CEOs note that effectively addressing the
above challenges is compounded by uncertainty about the new
administration and its health care policies.

This Deloitte Center for Health Solutions series explores hospital
CEQOs' top concerns, including:

» Potentially changing Medicaid reimbursement and other
policies issues

» Implementing population health and value-based care

» Maintaining or improving margins

» Recruiting and retaining top talent, including health
care leaders

» Keeping up with evolving technology and cybersecurity risks

» Adapting to changing consumer demands and expectations.

Many CEOs say they are focusing on developing new revenue
streams, lobbying and influencing policy, investing in the future
(e.g., technology, growth, talent), and developing alternative
payment methods. Strategies vary based on the populations
each hospital serves.

While no single strategy will work for every hospital, ideas that
CEOs are considering include:

» Diversifying and identifying alternative revenue streams

» Developing more primary care locations and alternative sites
of care, including urgent care and retail clinics

» Reducing inefficiency and rethinking how care is delivered

» Investing in strategies to prepare for value-based care,
including shifting funding from hospitalists to primary care
practitioners and chronic-disease management

» Meeting consumer demands—ultimately, the players with the
most ‘members’ are going to do the best

About the survey

The Deloitte Center for Health Solutions interviewed
20 hospital and health system CEOs during May 2017.
In 2016, their organizations collectively generated $91
billion in annual operating revenue, with all generating
more than $1 billion annually.”

The CEOs represent a wide range of organization
types, including:

» Seven nonprofit hospitals/health systems
» Seven academic medical centers (AMCs)
» Three faith-based nonprofit hospitals/health systems

» Three children’s hospitals

*Based on Deloitte analysis of DACBond, Hoovers, and organization websites
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CHAPTER 1

Uncertainty about the future of
Medicaid and health care policy

Eighty-five percent of the 20 CEOswe surveyed cite uncertainty
about the future of the Medicaid program as a top concern.
If Congress rolls back the Medicaid expansion authorized by

permanently poor health and half of all births.&? CEOs worry that
if Medicaid is scaled back, these vulnerable populations will still
need care but have no way to afford it.

the Affordable Care Act (ACA), or otherwise reduces federal
funding, CEOs are worried that they will see an increase in
uninsured patients. Though the expansion of Medicaid reduced
uncompensated care in expansion states, hospitals nationally still
accrued $35.7 billion in uncompensated care costs in

2015.2 A Commonwealth Fund report estimated that hospitals

in Washington, DC and the 31 other Medicaid expansion states
could see a 78 percent increase in uncompensated care costs
over a next decade if the House bill, the American Health Care
Act of 2017 (AHCA) went into effect. Additionally, researchers
found that the impact will vary across states. Hospitals in Nevada,
for example, could see uncompensated care costs double during
the next decade under the proposed AHCA

In addition to uncompensated care,® health system CEOs are
concerned that Medicaid hospital payments will fall below
existing rates. Medicaid reimbursement rates are about 45
percent lower than private rates, according to some studies.® If
rates fall further, hospital and health system CEOs are worried
about the impact on margins.

Medicaid covers the health care of roughly two in five children.’
Many of the CEOs of children’s hospitals we interviewed
expressed concern that this is not commonly discussed. While
Medicaid expansion helped low-income, childless adults, the
program still serves many of the most vulnerable people in US
society, including about 48 percent of those with disabilities or in

The Senate's proposed bill to replace elements of the
ACA, the Better Care Reconciliation Act of 2017 (BCRA),
would move Medicaid from an open-ended entitlement
program to per capita caps. BCRA would authorize

an annual increase for Medicaid based on per capita
spending targets beginning in 2025. The House bill, AHCA,
proposes using a formula that uses the Consumer Price
Index for Medical Care (CPI-M) plus one percentage point
to set state spending targets. The Senate bill, however,
would tie spending targets to the Consumer Price Index
for Urban Consumers (CPI-U) which has traditionally
grown at a much slower rate than the CPI-M. This would
mean an annual growth rate of about 1.3 percentage
points annually over the next 10 years according to
Congressional Budget Office (CBO) projections. In June,
the CBO projected that this would decrease federal
Medicaid outlays 26 percent over 10 years.'

The bill would also make other changes that would affect
enrollment, including presumptive eligibility. Under
current law, States can authorize health care providers
to screen for Medicaid eligibility and immediately enroll
those who appear to be eligible. Both the Senate and the
House legislation proposes ending this option in 2020.
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The Congressional debate about repealing and replacing the
ACA has continued since the 2016 election, with observers
speculating on whether the AHCA or BCRA will pass. The
uncertainty about what policy changes will happen seems to
frustrate CEOs even more than the specific policies. However,

85 percent of the CEOs say that reducing federal funding for
Medicaid tops their list of concerns. They worry that if the

bill passes, states would not receive enough funding to cover
program costs and would react by lowering Medicaid payment
rates, covering fewer services, or dropping enrollment, which
would both increase the number of uninsured and hurt hospitals’
bottom lines. Additionally, the health of communities, the primary
focus of these hospitals, would suffer if consumers are less likely
to seek preventative or primary care.

“Medicaid expansion is very important in [our] state.
There's been an incredible amount of funding that
has come into the health system. What would it
mean if that were totally reversed? Quite frankly,

it would be a disaster in the state and would be
very significant for us. We have a lot of Medicaid
business.”

—CEO of a large nonprofit health system

Even though hospital CEOs in states that expanded Medicaid
are most concerned about the potential loss of Medicaid
funding, CEOs of children’s hospitals and hospitals in non-
expansion states also are worried about potential cuts.

“What [capping federal Medicaid contributions]
does is push a 25 percent reduction to the states.
That means the state has to come up with [it]. It's
unlikely, and so that means that either services or
benefits get cut for the people who probably need
it the most. So, while that's positioned as state
flexibility, it's basically a block-and-chop..The caps
that are proposed now, besides being a cut of 25
percent, they also don't allow for when you have
unusual things in your community that pop up, like
emergent diseases."

—CEO of a large nonprofit health system

In the face of uncertainty about Medicaid's future, what are
forward-looking CEOs doing to prepare their organizations?
We heard about strategies to radically reduce costs, find new
revenue streams, invest in alternative payment models, and
access the capital needed to invest and innovate.

Increasing government affairs/lobbying at both the federal
and state levels

Keeping apprised of the Medicare budget process
Creating value-based contracts

Instating new strategies built around the core mission of
delivering high-quality care

Emphasizing areas that transcend policy, such as quality,
cost, and customer experience

Implementing cost-reduction strategies

Pursuing new revenue streams.

About half of the CEOs we interviewed say they are concerned
about repeal of the individual mandate. Though roughly 10
million people have purchased coverage through the health
insurance exchanges, Medicaid expansion has increased
enrollment in that program by 16.7 million since 2013—a 29
percent jump—and, therefore, remains a greater concern to
the CEOs.™
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A few CEOs note that the Medicare Access and CHIP
Reauthorization Act of 2015 (MACRA) will be the first significant
government push to improve population-based health. Although
many CEOs say they are unaware of the impact this could have
on their margins, hospitals that have acquired physician practices
and those that have a large number of Medicare patients are
more aware of MACRA and have invested in the transition to
value-based care or a population health model.

Finally, AMCs, children’s hospitals, and other organizations

that rely on federal grants are concerned about cuts to the
National Institutes of Health (NIH), Health Resource and Service
Administration (HRSA), or the Food and Drug Administration.
Hospitals concerned about government programs like Medicaid
and payment laws like MACRA may want to consider a plan of
action that reflects where the hospital is located, who it serves,

and its financial circumstances.

Hospitals concerned about Medicaid transitioning to a per capita
or block grant program and receiving lower reimbursement

per patient could consider diversifying or expanding into new
geographic areas. Meanwhile, hospitals concerned about an
increasing number of uninsured should consider ways to triage
patients to the appropriate care setting (i.e., urgent care versus
the emergency department).

Generally, all health systems should be thinking about ways

to reduce inefficiency. Rather than trim around the edges,
CEOs need to rethink how care is delivered: How can the
hospital deliver care to patients more cost-effectively? How can
data and technology drive clinical and back-office efficiency
improvements?

Health care policy and market drivers are pointing in the same
direction—toward tighter margins and higher value. Rather

than watching and waiting to see what happens in Washington,
hospital and health system CEOs should consider identifying and
addressing common challenges at a both a macro and enterprise
level, and investing in “no regrets” strategies to better deliver care
in the future.

“We feel confident that when you are building a
strategy that is aligned with your mission and deliver
greater outcomes per dollar spent for the people
you serve, that's always going to be a winning
strategy. So, the federal framework has not caused
us to take our eye off of what we know will be most
beneficial to our patients and our community
members going forward.”

—CEO of a large nonprofit health system
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CHAPTER 2

Population health and value-based care

Transition to value-based payments slower than expected
Value-based payment models reward efforts to improve

quality and reduce cost. Payments to hospitals and physicians
are based, in part, on episodes of care, and providers might
face some financial risk. The use of value-based payments is
increasing due to policies such as the Medicare Access and CHIP
Reauthorization Act of 2015 (MACRA), initiatives from the Center
for Medicare and Medicaid Innovation, state Medicaid programs
and, to some extent, private-sector health plans. Many surveyed
CEOs state that population health management is the key to
success under value-based care models.

Survey participants say the transition to value-based care is
happening, but at a slower rate than initially anticipated. Still,
many of the CEOs report that they are developing and expanding
innovative delivery and payment models, and are focusing on
MACRA and physician activation. Many CEQOs also are looking
into strategies to generate physician buy-in and encourage
behavioral change, which will help them be better prepared for
the transition to population health and value-based care.

What is population health?

Population health takes a broad look at the management of
outcomes for all of a health system’s patients. Specifically,
population health includes efforts to use health care
resources effectively and efficiently to improve the lifetime
health and well-being of a specific population.?

Population health activities include:
» Promoting health and well-being
» Primary, secondary, tertiary, and disease prevention

“Value-based care simply means to me that the
recipients see the value of the care we provide, and
if we can't distinguish ourselves by demonstrating
that we can provide more value in terms of
outcomes, in terms of quality, in terms of delivering
care in a more effective way and in a way that
better suits individuals in terms of where they live
and work, then people are not going to be willing
to pay for it. Fee-for-service is never going to go
away, but it is going to shrink as a component in
how we are going to be reimbursed. Over the

next five years, we are going to be at risk for the
services we provide, and that risk will be tied

into demonstrating value in terms of things like
readmissions, ER visits, etc.”

—CEO of a large academic medical center

Population health requires data and analytics to identify at-risk
patients and target services that reduce their use of expensive
and low-quality care. Under a population health model, providers
manage care—from preventive and maintenance care to acute
and long-term care—for a defined population. Those who

are most successful often deploy innovative delivery models;
analyzing data and trends in a population’s health, quality, and
costs; and bearing financial risk. Value-based payment contracts
reward providers for successfully executing these processes.
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According to an industry adage, “As Medicare goes, so goes

the private market.” Although value-based payment models

are not gaining momentum in the private market as quickly as
anticipated, many health system CEOs are preparing for a future
that will place greater emphasis on value-based care. Moreover,
most health systems have fewer contracts requiring them to take
on risk than they expected.

“[Value-based care] is a major [concern], [but] it is
moving backwards. We can't find payers, whether it
be insurers or businesses, who seem tremendously
interested in moving in that direction. As a large
integrated delivery system, | could be stuck between
a Medicare payment system that rewards outcomes,
and a commercial payment system that is stuck in

a fee-for-service world. That makes constructing
and managing and leading an organization like

this challenging as the economic incentives will
essentially point to polar opposite directions.”

—CEO of a large nonprofit health system

Many of the surveyed CEOs express concern about operating
under two different payment systems—FFS and value-based
care—and having misaligned incentives. Moreover, moving
towards population health and bearing financial risk likely will
require a large patient population.

66

If we were at risk for an entire
population, we would have
more success than being at
risk for 10-20 percent of the

people under fee-for-service.

t's hard to operate both.
—CEO of a large faith-based health system
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While five of seven AMC CEQOs say population health is a

major concern, many other survey respondents consider it

to be a moderate or minor concern. They indicate that a true
population health “model” does not yet exist. Many of these
CEOs are more concerned about issues such as Medicaid cuts
and shrinking margins.

Preparing for value-based care and population
health models

“[Currently] our financial success doesn't always
equal the success of the people we care for. How
do we turn towards aligning our market rewards for
the things that really matter most for the people
we are serving?"

—CEO of a large nonprofit health system

According to survey results, the CEOs of children’s hospitals
are more likely than other CEOs to use innovative delivery
and payment models such as accountable care organizations
(ACOs), retail clinics, telehealth, and advanced nurse
practitioners to manage their patients’ health.

“We're beginning to [develop capacities to] work in
a different risk-sharing model with payers. But, a
lot of that has just been paused until people know
what the feds will do. It's like all that momentum
that was building towards value-based care
model[s], towards innovative, care coordination and
delivery models...has pretty much been paused.”

—CEOQ of a large children’s hospital

Additionally, many CEOs think health plans that participate in
Medicare Advantage (MA) will continue to emphasize value-
based care, and that they can move health systems towards
population health. Although a majority of providers are still
reimbursed under FFS in MA, others have moved towards
alternative payment models (APMs). The 2016 HCP-LAN survey
estimated that roughly 41 percent of spending by MA plans was
through population-based accountability models.” Researchers
found that providers in risk-based MA models had better
patient outcomes than providers in FFS MA plans. For example,
patients had a six percent better survival rate when treated by
clinicians in risk-based APMs than patients in the FFS MA™
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“I think if MA is going to grow, or if there's going to
be a successor to the exchanges, it's likely to be in a
population health model rather than a FFS model.”

—CEO of a large academic health center

Surveyed CEOs expect they will need to partner with other
players to stay connected with patients. For example, many
hospitals and health systems are partnering with outpatient
ambulatory care organizations and using technology such as
telehealth to expand their reach.

To connect with and care for patients outside of the hospital
setting, CEOs are often looking for partnering opportunities.
From triaging patients to urgent care clinics and collaborating
with post-acute care (PAC) facilities to keep patients out of the
hospital, these new relationships can turn traditional FFS on
its head.

“The engagement along the full continuum of

care is a major focus of ours as well; i.e., digital
connectivity and connecting with customers, urgent
care centers, micro-hospitals, in-patient activity, out-
patient activity, post-acute care. We are looking at
how we partner with those in that part of the world,
post-acute care specifically, since that plays a huge
role in our overall cost of care for that Medicare
beneficiary.”

—CEOQ of a large academic health center

Additionally, CEOs are commonly wondering how to manage a
community’s health needs:

“That goes back to the social determinants of

health issue. I'm much more interested in defining
population health as how you manage a community.
That's a major concern in the long run if we want to
improve health overall.”

—CEO of a large academic health center

10
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“I think the next...improvements in
care delivery are going to come from new
models. Getting away from physician
offices [and] looking at alternative
models, (e.g., more use of non-licensed
professionals, more use of technology).
We have to find alternatives to how we've
always done it in the past, with the goal of
not only reducing cost but improving care,
and [gaining] more reliability in how we
manage the care of patients.”

—CEO of a large academic mediical center
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Many CEOs are uncertain how MACRA will play out
but see it driving population health and physician
activation initiatives

“You can really combine MACRA and population
health. They are mutually overlapping; that is,
MACRA is simply a form of population health. It
really is our ability to deliver health care outside
the four walls of our medical centers and it moves
away from hospital-based care. And while all our
hospitals are full, we need to reach out and learn
how to deliver health care with providers who can
do it better than we can and at a lower cost, and to
be able to deliver care in the communities where
patients live and work.”

—CEO of a large academic medical center

MACRA pays clinicians five percent above their regular Medicare
rates if they participate in APMs. Even clinicians who do not
participate in these models will see their payments vary based on
quality and cost measures. However, hospital CEOs’ approaches
to MACRA differ. Not surprisingly, many CEOs who previously had
acquired and invested in physician practices report being more
engaged and prepared for MACRA implementation than other
survey respondents. However, researchers have projected that
under varying models, hospitals could see Medicare cuts as high
as $250 billion by 2030."

Many surveyed CEOs say they are concerned that physicians

are largely unaware of how MACRA would affect their practices.

This is consistent with the Deloitte Center for Health Solutions
‘ ‘ 2016 Survey of US Physicians, which found that 50 percent of

physicians had never heard of the law, and 32 percent recognized

it by name but were not familiar with its requirements.'® Though

Deloitte’s survey was conducted a year ago, more recent industry
surveys have had similar findings."”

We've grown so much in

our em p|Oyed_phyS|C|a A “Depending on how it's implemented and adjusted,
mOde| NOW that [MAC RA] it's going to have a profound impact on our

physicians' ability to continue to practice, succeed,

IS a maJOr concern. or thrive. And, they don't have the capabilities

. . to manage the data, create the data, do what's
—CEO of a large faith-based hospital necessary day-to-day to change the delivery model.
So, there’s a profound implication for our physician

community that they are not capable already of
, , delivering upon."

—CEO of a large nonprofit health system
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Physician activation: Continued priority for
health system CEOs

A CEO from an academic medical center mentioned that
priorities have not changed but the resources his organization

is putting into developing the capabilities for population

health management have increased. Additionally, instead of

just discussing population health management with hospital
leadership, many physicians are now part of the conversation.
Many organizations are striving to achieve a “quadruple” aim that
adds clinician and employee engagement/activation to the triple
aim of experience, health, and affordability.

“How do | create the alignment with our physicians,
in particular, when they are under a different set of
economic incentives than we are, to transform both
the payment system and the care delivery system?”

—CEO of a large nonprofit health system

A majority of CEO respondents are having a difficult time
engaging physicians in care redesign, value-based care
transformation, and care coordination because of differing
financial incentives, according to the report Alignment: Driving
Clinical Integration and Collaboration by Health Leaders Media.'®

In our survey, some respondents indicate they are using tools
including clinical integration, employment contracts with
incentives, ACOs and risk-sharing agreements, among others to
better activate physicians in care delivery transformation.

anneE Wam
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Biom R E A1 4

12

Specifically, CEOs surveyed report they are:

» Creating or partnering with payers for alternative payment
models, which could result in reduced cost and improved
patient care

» Forming clinically integrated networks, partnerships, and
infrastructure to support population health and create a
referral base for tertiary partnering services

» Positioning their organization to work in a risk-sharing model
with payers

» Emphasizing patient quality, safety, and experience

» Investing in appropriate technology that will help enhance
patient care

» Changing the culture around patient access to physicians and
developing communication skills at the staff and physician level.

Successful transition to population health

“We are trying to consolidate. We are trying to be
more efficient. But there’s only a certain amount
that you can do under the current situation. As long
as mixed incentives are in place [FFS vs. value], it's
going to be really hard to fix the system or more
appropriately put the resources in place to serve
our community.”

—CEO of a large faith-based health system

Even if health systems are not yet seeing value-based and
population health management contracts, they should still
prepare for their arrival. CEOs surveyed agree that the industry
is moving in this direction and, therefore, say their fellow CEOs
should focus on the health outcomes and costs of their patient
population. CEOs tell us they intend to partner, grow business
purposefully, and create incentives and support for physicians
to operate under the new value-based model. Health systems
preparing for value-based care and population health also
should consider expanding their patient network and reach, as
providers managing the care of larger populations likely will be
able to better manage their margins and financial risk.
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CHAPTER 3

Margin pressure

and the search for new revenue streams

Improving margins is a top issue for CEOs

reimbursement models. Trends that are challenging these
hospital leaders to make do, or—in the case of value-based
care—do more for less include:

Improving financial performance and operating margins
continues to be a top issue for many health system CEOs,
with several of those surveyed citing it as their chief concern.

Many health care systems are experiencing stagnating or
declining margins due to costs associated with increased
headcount and investments in clinical innovation and
population health initiatives. The effect of possible Medicaid
changes on hospital margins compounds CEOs’ concern,
particularly those leading health systems focused on
population health and quality improvement.

“Anybody can make a margin look good if you
avoid taking care of the problems of the world. |
can make my margins [look good], by giving up
things like mental health. But if you make the
assumption that you should be providing health
care services to all people—not avoiding the
tough stuff—then you will have a problem with
margins. Margin is manageable depending on
what it is you want to do.”

—CEO of a large academic medical center

In the two years since our last CEO survey, improving financial
performance and operating margins has climbed up the

list of CEO concerns, influenced in part by the health care
industry’s transition from volume- to value-based provider

» Medicare per-capita spending growth has been restrained.
Between 2010 and 2016, average annual growth increased
1.3 percent’”—significantly lower than the 7.4 percent annual
average between 2000 and 2010.

Medicaid payments are often low, and Congress continues to
debate cuts to the program. Medicaid reimbursement

rates are about 45 percent lower than private rates,
according to some studies.?® Additionally, many commercial
payers are placing greater emphasis on value-based care. For
example, Humana has 63 percent of their membership in
value-based care contracts.”’

Even as revenues are declining, expenses keep rising—
squeezing hospital operating margins (see Figure 1).
According to Moody's Investors Service, expenses for
nonprofit hospitals grew by 7.5 percent from 2015 to 2016
while revenue grew by 6.6 percent.?

X

“What has changed is the rapid deterioration...
the reimbursements cover just a bit more than
50 percent of our cost..We are operating at near
capacity all the time, but that has not translated
into margin improvement as it once did.”

—CEO of a large academic medical center
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Figure 1. Average hospital operating margins
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Although operating margins increased modestly after the
Affordable Care Act (ACA) expanded coverage and the economy
improved, they remained flat from 2012 to 2014. When the
interviewed hospital and health system CEOs compare their
organizations to those in other industries—or even other health
care industry sectors—they conclude that three-to-six-percent
margins are very low. Additionally, they fear that revenue cuts
from one payer, or a needed clinical or technology investment
could quickly push margins into the red.

Increasing volume may no longer be the answer to
improving margins

“In an industry where our core business is being
commoditized and utilization is declining, there has
to be ways to grow revenue. So that's becoming

an increasingly larger question. We are looking at
things like urgent care; we're looking at things like
joint ventures for ambulatory surgery...things of
that nature that are creating less of a reliance on
the inpatient revenue stream and more on the
outpatient side. We also are dabbling in a few other
things, like simulation, partnering with companies
to create opportunities for innovation, and training
revenues in simulation environments.”

—CEO of a large nonprofit health system

Rather than being encouraged to increase inpatient volume to
generate revenues, many health systems are being urged and
incentivized to treat patients outside hospital walls. To illustrate
the impact, the proportion of revenue from inpatient services
relative to outpatient services has fallen 18 percentage points
since 1994.2

14

Unfortunately, outpatient care revenues, even if the care is
provided at a hospital-owned entity, are not as high as those for
inpatient stays: Medicare paid, on average $3,002 per inpatient
stay and $1,753 per outpatient service in 2015, according to the
Medicare Payment Advisory Commission.?*

Even as hospital admissions have fallen, overall hospital
employment has risen—and labor is the largest single
component of hospital costs.? Deloitte estimates that labor
expenses make up roughly 50 percent of total operating
costs for most hospitals.?® In contrast, costs to provide care

in outpatient settings are much lower; meaning that hospital
operating margins could be improved, even with lower
revenues. This notion has propelled many hospitals to acquire
physician practices and invest in outpatient services. But even
as hospitals have moved to acquire and utilize lower-cost care
settings, many payers have adapted their reimbursement
practices. For example, to reduce Medicare costs, the Centers
for Medicare and Medicaid Services (CMS) has proposed paying
lower rates to hospital-owned physician offices which, in turn,
would reduce payments for outpatient services.
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While reducing costs has long been a focus for health
systems CEOs, many are pursuing new cost-cutting
measures. Among these are developing new staffing models,
shifting patients to outpatient services, and reducing
administrative and supply costs.

In addition, many health systems are looking for new revenue
sources to offset rising costs. But competing for funding can
be rigorous: For example, teaching and research hospitals are
seeing less grant support. The National Institutes of Health
(NIH) distributes more than 80 percent of its funding through
50,000 grants to roughly 300,000 researchers at 2,500
universities.?” However, until this year, funding has not generally
increased, and inflation has eroded the value of some of these
grants.?® Subsequently, the grants have been harder to win—
less than 20 percent of applications are funded.

66

Philanthropy: We've got to fill the
hole somewhere or another if
we're not going to be able to do it
with grants from the NIH; if we're
not going to be able to do it with
operating income, [then] it has to
come from somewhere within, and
it's likely to be philanthropy.

—CEO of a large children's hospital

Some CEOs are investing in clinical and technology innovations
with an eye towards generating revenue:

“One tangible example [of new revenue streams]
is how we would share intellectual property that
might result from some of the innovations that
could be created. It could be a new revenue
stream into the organization. We have two

15

that are on the verge of receiving FDA approval
and/or patents that could be substantial...they
haven't hit yet or realized themselves yet, but it's
an example how we have architected a vehicle
and a mechanism to benefit from some of the
innovations that can occur from within our team
and partnerships.”

—CEO of a large children’s hospital

Additionally, many hospitals and health systems are leveraging
the revenue potential of developing a physician network:

“We've created a CIN [clinically integrated network]
with our referring pediatricians in our market. We
will continue to focus on finding the right strategic
partners to leverage innovative technology
solutions to adapt our care delivery model into
more nimble ways and/or completely new revenue-
generating models that are new and not bound by
traditional thinking.”

—CEO of a large children’s hospital

Some hospitals are looking to capitalize on their intellectual
property (IP). Hospitals and health systems can work with
employees to develop any number of innovations—medical
devices, training videos, health information technology (HIT)
tools, or patient safety solutions. Once the hospital has filed for
patent or copyright protections, it can sell or license the IP to
other industry stakeholders.

“We are investing in joint ventures, working with
private equity, commercializing a lot of our foreign
assets [such as services for international patients
traveling to the US for care], and I've already
started a number of new companies—all for the
purpose of making sure that | could come up with
an alternative revenue stream to subsidize the
government revenue stream, which is necessary
today and would be imperative 5-10 years from
now. To continue to expand and grow, you have to
have access to capital. If you don't have access to
capital, you can't invest. If you can't invest, you can't
grow and if you can't grow, you are going to die.”

—CEOQ of a large academic medical center
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Many health systems are continuing to pursue growth through
mergers and acquisitions (M&A). They are working to increase
their physician networks, expand their geographic reach, and
diversify their specialized offerings and talent. Such growth can
assist with building clinically integrated networks and provide

the scale needed to reduce costs. Health care organizations with
larger patient populations might have increased access to capital,
which could mean more money to invest in the transition to
value-based care.

“[W]e are looking at [if] we need to focus on
partnering, merging, aligning, acquiring other
health assets in the state to be able to get to more
scale, drive down overall operating costs, and also
have more access points and attractiveness for
the consumer and—to be honest—a little more
leverage with the insurers.”

—CEO of a large nonprofit health system
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How do value-based payments intersect with margin
concerns?

The adoption of value-based payments models is increasing

due to policies such as the Medicare Access and CHIP
Reauthorization Act of 2015 (MACRA), initiatives from CMS' Center
for Medicare and Medicaid Innovation, state Medicaid programs,
and, to some extent, private-sector health plans. Value-based
payments reward health systems that improve quality and other
outcomes, and reduce total costs of care; achieving these goals
has the potential to help health systems improve margins.

Many surveyed CEOs agree that population health management
is the key to success under value-based payment models (see
chapter 2 on page 8). CEOs also should consider the following
approaches to improve margins:

» Increase system efficiencies beyond what is needed
to be profitable. Many hospitals and health systems have
reduced costs and increased efficiencies at the margins of
their organizations, but long-term sustainability may require
organizational restructuring.

» Operate as a consolidated system. Many health systems
have grown through acquisition, and have not fully realized
new efficiencies and synergies system-wide. Consolidating
where appropriate and looking for synergies across the
system can improve efficiency.

» Pursue or expand new revenue streams. Many forward-
looking CEOs are pursuing revenues from new payers, selling
IP, and launching philanthropic organizations.

» Diversify beyond the core hospital. As inpatient revenues
decline, many CEOs are partnering or integrating physician
practices, investing in outpatient services, step-down care,
urgent care, etc.

» Improve revenue cycle systems. Despite upgrades to
revenue cycle systems in recent years, many health systems
are still leaving money on the table. They may be able to
leverage scale and improve efficiency by reducing the number
of supply chain vendors and non-critical employees.
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CHAPTER 4

How do health systems invest in talent to create

forward-looking leaders?

Many health system CEOs are concerned about talent issues:

recruitment, retention, and performance management are
focus areas, as well as working better with employed and
affiliated physicians, referred to as physician activation.

The CEOs we surveyed recognize that their businesses are
changing and that they will need the right talent—now and
in the future—to keep pace with the dynamic marketplace in
which they operate.

Health care’s fundamental business model is changing.
Not only is the system moving away from a fee-for-service
(FFS) model that rewards volume, hospitals are employing
(versus affiliating with) more physicians,” nursing staff is
aging,?® margins are tighter, and technologies are altering
health care delivery. Some new approaches include using
more advanced-practice nurses, aligning physicians under
various performance-based compensation models, and
using technologies to perform certain administrative tasks
so that clinical and non-clinical staff can focus on patient
care and customer service. All of these trends can impact
a health system'’s talent: physicians, nurses, administrative
leaders, health information technology (IT) professionals,
administrative staff, and others. CEOs surveyed, therefore,
agree that their organizations require new and improved
ways to recruit, retain, and engage with their physicians,
clinical, and non-clinical staff.

“As we continue to employ more and more
physicians, they've got to be the right ones.

We're not used to huge turnover. They need

to be brought in and aligned since it's a major
component of the success of our overall care-
model design, and their alignment of incentives as
we employ them.”

—CEO of a large faith-based health system

According to a survey by the Physicians Foundation, 54 percent
of physicians rate their morale as somewhat/very negative.
Eighty percent say they are overextended, and half state they
often/always feel burnt out.?' Physicians feel this way for a
variety of reasons: the loss of control of practicing medicine,
increased performance measurement, greater complexity,
inefficient electronic health records (EHRs), and practice
environments.?2 Combined with the shift to value-based care,
this level of frustration shows why many health systems could
benefit from transforming their relationships with physicians.

In our 2017 survey and interviews, 14 out of 20 CEOs say that
recruiting and hiring the right staff is a major issue. This aligns
with our findings from two years ago.>® However, as more health
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systems employ physicians, many CEOs are increasingly
concerned about relationship issues with both employed and

affiliated doctors. Many health system CEOs still use the term “aligning”
when describing how they engage with physicians.
“Physician activation” (see sidebar) is an increasingly used However, this implies trying to get physicians to support
term among hospital administrators, payers, thought leaders, a strategy that does not belong to them. Some health
and physicians themselves to describe the actions used system CEOs, however, are talking about changing
to engage physicians and motivate behavior change.* To behavior through “activation” and partnership. Under
transform the delivery system, CEOs are commonly working these models, CEOs and physicians co-develop a strategy
to involve physicians in improving quality and safety, and in and work to change behavior together.

redesigning care.

AT

“Some of the hard work on physician integration
or engagement [has been] done. A lot of the
ground work was laid in bringing the academic
physician practice into the health system through
integration so [our organization] is truly the
delivery network, the health system, and the
physician practice as well. [Integration has] done a
lot of really good things around alignment.”

—CEO of a large academic medical center

Many health system CEOs say activation begins with educating
physicians about how to operate, lead, and transform health
care organizations.

“Alot of our priorities are around physician
engagement and leadership. Physician
involvement has really increased dramatically.
Making sure we have a good pipeline of leaders in
the organization is very important.”

—CEO of a large nonprofit health system

When discussing desired qualities of their employed

physicians, CEOs often emphasize adaptability. While
leadership is important, many survey respondents and
mterwewees agree}that physicians ngedlto be continuously CEOs commonly say physicians still have misaligned incentives;
learning and adapting to a transforming industry and be able however, new value-based reimbursement models that
emphasize both cost and quality call for physicians to transform

, . . ' _ the way they practice health care. In our 2016 survey, 86 percent
You need to invest in your talents, invest in your of surveyed physicians reported being compensated under

staff, create leadership development programs, FFS or salary arrangements. But in 2017, many CEOs agree that
[and] develop succession leadership across the value-based care is a better approach. Many health systems
organization.” are employing physicians to better align incentives around
population health and value-based payment models. Many also
are working more closely with their affiliated physicians on cost
and quality improvement efforts.

to effectively provide care in a new environment.

—CEO of a large academic medical center
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“Talent in general ... continues to be an issue.
We still see shortages in nurses, pharmacists,
therapists, radiology technicians. And then
you get into the physician realm, and there are
still shortages there—not only in our market,
but nationally—that | think are going to be
exacerbated as we move into the future.”

—CEO of a large nonprofit health system

Many CEOs are concerned about the potential shortage and
uneven distribution of medical professionals—physicians,
nurses, technicians, and ancillary professionals. Although

the Association of American Medical Colleges (AAMC) has
long warned of an impending physician shortage,* other
research finds that health care workers are inefficiently
distributed, rather than in short supply. The Institute of
Medicine determined that the combination of more mid-level
professionals (such as nurse practitioners) and advancements
in technology and treatments could mitigate the impacts of a
physician shortage.>® However, the distribution of physicians—
including the mix of specialties—and other clinicians across
geographic areas often continues to be an issue.

Surveyed health system CEOs also say that managing talent,
especially the millennial generation, requires acknowledging
and addressing different priorities. In some ways, this group
can be easier to engage. Millennial physicians, for example,
consider themselves to be more data-driven than their older
counterparts, and 62 percent cite their reliance on EHRs as
important in providing quality patient care.*’

Understanding and accommodating what motivates millennials
may be a challenge for some health system CEOs. Unlike older
physicians, millennials tend to prioritize work-life balance: 92
percent of surveyed millennials say that it is important for

them to strike a balance between work, personal, and family
responsibilities.®® In an environment that often requires long
hours and being on call, many CEOs are still learning how to meet
millennial workforce expectations.

With health care undergoing major transformation, CEOs often
say they need forward-thinking, flexible, and innovative staff that
can help their organization transform. To prepare for what may
be a dramatically different future, CEOs and other health system
executives should consider first identifying and understanding
the many ways that health care is changing and determine how
the results may shape their future workforce needs. What care
can be shifted away from the hospital to outpatient and home
settings? What technologies can be leveraged to better deliver
care? From these answers, the health system should consider
what type of clinical and non-clinical talent is required for a
future delivery system.

Workforce planners then can use this knowledge to delineate
roles and responsibilities, identify technology-support
opportunities (e.g., task automation), activate physicians, and
train the workforce. Training programs may extend beyond
traditional clinical continuing education to include immersive,
experiential, business, leadership, and technology topics. Training
the workforce of the future can also mean empowering and
engaging both clinical and non-clinical staff, as data show that

an engaged workforce can lead to better patient experience and
outcomes.®
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With value-based care expected to greatly influence the way
health systems engage with physicians and other talent,
CEOs should consider using an evidence-based approach
that includes:*
Activating physicians who are incented under different
payment structures to transform the care delivery system
Using a variety of approaches to work with and incentivize o : =
employed and affiliated physicians ST < I ERE T II
Partnering with both employed and affiliated physicians to : .
lower costs and improve quality, patient experience, and
staff experience
Reimagining the future of work and identifying ways to use
technology to augment or automate tasks
Recruiting and retaining a workforce (physicians, nurses,
staff, IT) that aligns with the health systems’ current and
future needs
Using data, metrics, and reporting to set and monitor
performance goals for clinical and non-clinical staff
Investing in leadership development and recruiting more
talent from outside the industry

Cultivating a workforce culture that supports and facilitates

consumer empowerment

Communicating openly and honestly with employees,
affiliates, and associates

Forming partnerships to develop innovative staffing ideas
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CHAPTERS

Enabling care transformation
and mitigating cyber risks through technology

Health system CEOs we surveyed are concerned about cyber that better connect patients, lower cost of care, or improve

risks and the cost of Health Information Technology (HIT). administrative process efficiency.

Despite these concerns, health system CEOs continue to

invest in technology to improve: As health care becomes increasingly digitalized, more hospitals
Care delivery and health systems are welcoming technology experts into the

Csuite and including more business and clinical experts among

Operational efficiency their IT leadership.

Consumer experience
Data analytics

Cybersecurity preparedness

In addition, some CEOs cite the need for better HIT tools
to improve revenue cycle management: if the number of
self-pay patients increases, the use of high-deductible
health plans (HDHPs) increases and reimbursement from
all payers decreases. As a result, many CEOs say they need
systems in place to better capture reimbursement. This
includes improving registration, collection, billing, and
claims processes.

The CEOs we spoke with describe the dangers of making
tactical HIT investments that lack clear ties to broader
organizational goals of using technology to improve care
delivery. Among more strategic investments are technologies
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Such staffing changes can be important because a
number of CEOs say they are focused on developing and
applying an organizational strategy for HIT versus making
one-off investments.

A common investment focus area for CEOs is integrating
legacy systems as part of a merger or acquisition. Getting
to a standard IT platform is often a priority because it can
help improve efficiency and enable operational integration.
In addition, merging IT systems can help dismantle “silos” of
clinical and other data which, in turn, can improve analytical
capabilities, create a more unified patient experience, and
support quality tracking and other improvements.

Getting to one platform we think will add a lot of
efficiencies and help us act more like a system.
[We are] behind [our] peers in this regard.”

—CEO of a large faith-based health system

HIT spending is high and it continues to grow, according
to interviewees. Also, because technology evolves quickly,
years-long IT projects can be made obsolete within months

"It is a high priority to get to a standard platform.

unless sufficient funding is designated for ongoing system
enhancements. And despite HIT's potential to drive organization-
wide improvements, many executives say they have yet to see

a tangible return on their technology investments. HIT ROl can
be difficult to calculate, which can make justifying investments
challenging and complex.* Many executives describe a wide
range of systems that contribute to technology spending, each of
which could require unique ROI calculations.

“[Technology investment] has actually realized
the fewest benefits. We continue to spend more
and more in technology but we have not seen
the return.”

—CEO of a large faith-based health system
Transforming care and embracing change

Despite concerns about necessary and growing HIT spending,
many executives report investing in digital consumer-
engagement capabilities to improve patient access and care
delivery. These include online scheduling, patient portals, and
telehealth. Some executives see these capabilities as just the
beginning of transforming care.

“More and more...care is going to be delivered
through telemedicine and digital medicine, and
that's an area that we are focusing on—big time.

All we have to do is look and see the younger
generations these days and figure out how it

is that they access information and manipulate
information, and then do the same for health care.”

—CEO of a large academic medical center

While some executives lament the need for continual and large
technology investments, the opportunities that accompany
them should not be ignored. HIT spend is unlikely to decline in
the future, and cyber risk is unlikely to disappear. Cultivating a
thorough understanding of the organization’s long-term HIT
strategy, including risk-mitigation, can be critical.

“l just believe that there will be a disruptive technology
or a disruptive innovation. And much like you can't
imagine leaving without your iPhone for one day, |
think we are going to be receiving health care and
demanding things from the health care system that
we can't even imagine as we sit here today.”

—CEO of a large nonprofit health system



Chapter 5 | Enabling care transformation and mitigating cyber risks through technology

Nearly all executives are aware of their institutions’ cyber
risks, particularly since our interviews were conducted during
the widely reported WannaCry cyberattack. The number and
magnitude of cyberattacks is increasing across all industries,*?
and health systems' increasing technology use makes them
vulnerable to such attacks. Additionally, malware has evolved
to spread laterally throughout organizations and can have real
operational and safety impacts.*

CEQOs’ perspectives on cybersecurity ranged from passionate,
citing the “sacred trust” that providers must protect the
people they serve; to more pragmatic, noting its necessity but
lamenting its cost.

“This cybersecurity issue that broke loose

over in Europe is far larger than people realize.
Cybersecurity... will continue to be [an issue], and

| think what happened this past weekend [the
WannaCry cyberattack] will become the new norm.”

—CEO of a large faith-based health system

Health care is second only to the finance industry in the
number of cyberattacks annually.*> Of note, 80 percent of
health industry attacks in 2017 targeted providers.*¢ An average
of one health care breach incident per day was reported in the
first half of 2017, with at least half of the incidents perpetrated
by hackers.#” Globally, the average total cost of a health care
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data breach to an organization reached $3.62 million in 2017.
The overall organizational cost per breached health care record
reached $380, leading all other industries.*®

Cybersecurity is a priority for most CEOs, but it exists as

one issue among many that demand their attention. Several
executives note that they have been focused on cyber for some
time already, but are aware that they may never be completely
safe. A large academic medical center, for example, could contain
500 to 1,000 different HIT systems, each interacting with the
organization’s very large electronic health record (EHR) and
enterprise resource planning (ERP) systems, which can resultin
many points of potential failure.

With a well-developed HIT strategy, CEOs and HIT leaders

can prioritize resources and invest in updates and emergent
technologies that have potential to improve care delivery, cost,
quality, and consumer engagement. Executives should think
strategically about how each HIT investment brings the most
value, and how it enables new, different, or better care. Forward
looking CEOs are commonly:

Defining a strategy to drive HIT investments and decisions
across the entire organization

Developing new models of delivering patient care
through technology

Investing in exponential technologies such as:
Robotics and artificial intelligence for administrative and
clinical process automation
Cloud solutions to enable access to continually updated
systems, rather than housing, maintaining, and updating
complex HIT systems on-site
Blockchain for the safe transfer of information to, from, and
within the hospital, including among patients and other
health care provider organizations
Clinical developments, including gene therapy, that improve
care and quality
Using predictive analytics to deliver population health
capabilities such as identifying patients who are most at risk
for medical complications including diabetes and cardiac arrest
Finding ways to integrate data across the organization and
address regulatory barriers and data silos
Sharing information to create smarter ways of working with
multiple stakeholders
Leveraging data and technology for decision-making in care
delivery and process improvement efforts.
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Making the business of health care

consumer-centric

Many health system CEOs say that being consumer-

centric is a top priority for their institutions, especially as
organizations move from a business-to-business (B2B)
model (with employers, health plans, and physicians as their
main customers) toward a business-to-consumer (B2C)
orientation. Many CEOs realize that consumers are becoming
more involved in their health care decisions, which can

make positive health system-consumer connections and
interactions increasingly important. CEOs interviewed stated
they expect their leadership to understand consumers'
evolving expectations, and that a focus on the consumer

has become a fundamental part of how some organizations
see themselves. One CEO of a large, nonprofit health system
notes that the organization’s mission and vision now includes
being “consumer-obsessed” and “continuously earning the
trust of others.”

Many CEOs are preparing their organizations for the future
by focusing on the patient/consumer experience (e.g., quality
outcomes, safety, integration, access) and exploring direct-
to-consumer care delivery (such as telehealth). They are also
seeking to better understand consumers. One nonprofit
hospital CEO explains that making health care “easier” for
consumers to access—and providing high-quality care—are
distinct aims, both of which can improve consumers’ lives.
Technology can assist health care organizations in reaching
these goals. More and more, health care providers should
begin to view their customers as members. As health systems

take more risk for outcomes, engaging with their patients as
members—or subscribers—can require a whole new set of
capabilities for health care providers.

Improving the patient experience not only can help reduce
challenges in accessing health care; it can improve profit
margins and quality scores. Recent Deloitte Center for Health
Solutions research found that hospitals with higher patient
experience scores are generally more profitable than those with
lower scores.* Hospitals with more positive patient-experience
scores also rank higher in certain quality scores than those with
lower experience scores. Many CEOs are learning that there are
benefits to addressing consumers’ needs and they are striving
to create positive patient experiences.

Treating patients as informed consumers with
purchasing options is increasingly important as they
become more financially responsible for their health
care costs. The growing prevalence of high-deductible
health plans (HDHPs)—in which consumers pay

more out of their own pocket—is helping drive this
heightened focus. Roughly 42 percent of Americans are
enrolled in a HDHP with an annual deductible of $1,300
or more.>® One CEO of a large, nonprofit health system
says that HDHPs that require patients to pay more out
of pocket contribute to the health system'’s bad debt
and uncompensated care.
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devices, and the Internet of Things (IoT). Many caregivers are
also interested in connected devices. Many hospital systems are
investing in technologies including mobile health (mHealth) apps,
consumer-friendly websites, and online scheduling to enhance

In November 2015, Geisinger Health System in
Pennsylvania announced a revolutionary policy: a
warranty offering patients their money back if they were
unsatisfied with their care—no questions asked. The patient-provider connections.
health system had already implemented a successful
program where it agreed to absorb extra expenses for Emphasizing patient convenience over that of the clinician by
care (e.g., extra hospital days) if a patient experienced

complications after care. Over the first nine months of

providing care through specialty clinics, telehealth, primary care
clinics, and urgent care centers is another consumer-centric
strategy, says a children’s hospital CEO. The CEO adds that
making care more convenient can help keep patients, including
those with behavioral health issues, out of the emergency
department and the hospital overall.

the program, the monthly average for adjustments (i.e.,
returned copayments, forgiven deductibles) was about
$30,000—roughly the same amount offered prior to the
program. The health system did not see a substantial

change in financial adjustments.”’
As many millennials become parents, some children’s hospitals

are changing the way they interact with these typically tech-savvy
and health-aware consumers. One physician says that millennial

Driving patient engagement parents often come to physician or hospital visits already
informed, having done research.>® Many millennials do not want a
“Consumerism is important because we need traditional patient-clinician relationship; instead, they are looking
engaged consumers to make intelligent decisions for new ways of relating. For example, a children’s hospital CEO
on where to seek care and when.” notes that often millennial parents want mobile and telehealth

connections with their children’s health care providers.

—CEQ of a large children’s hospital

Many CEOs agree that an informed and engaged consumer is
necessary for the health care system overall. Recent research
found that health care providers are becoming increasingly
responsible for patients’ health literacy and that providing
assistance in this area can directly enhance patient loyalty.>

“Consumers are driving some of the desires for
the innovations and shifts in delivery models or
innovative ways to receive health care.”

—CEOQ of a large children’s hospital

Because of consumer demand and changing incentives
around value-based care, many health systems are investing
in retail clinics, telehealth services, and other types of care
delivery models. One CEO notes that learning about consumer
preferences forced the organization to think creatively about
care delivery.

Technology can support a health system's efforts to be
consumer-centric. As responses to Deloitte's 2016 Survey of US
Health Care Consumers show, patients want to use technology
for their care. For example, 17 percent of consumers report
going online for reminders to take medication. Other popular

uses of technology in health care include telehealth, connected
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Many CEOs are taking action to improve the patient
experience, in part, to increase consumer loyalty to the
health system and its clinicians. CEOs say they recognize
the importance of loyalty and branding when it comes to
consumer engagement and population health efforts.

» “Consumers count,” says one CEO from a nonprofit health
system. However, a CEO from a different nonprofit notes
that the concept of loyalty has changed—people are more
concerned about convenience than staying with a particular
physician. A Deloitte survey of health insurance consumers
found that 20 percent would accept a network with fewer
hospitals, and 20 percent would accept a network without
their current primary care provider. These results suggest
that stakes are high for hospitals, and that patients are not
necessarily loyal to one hospital or clinician.

» Another CEO of a large nonprofit health system states that
itis important to help patients move easily among a health
system’s departments or facilities because they do not see
them as separate entities. This CEO also says that he wants
patients to see the components of the system as “all part of
one family.”

» A third nonprofit CEO describes a broader relationship
between hospitals and patients” health in which the hospital
is responsible for the community’s overall health, not just
interacting with individuals during episodes of illness. Broad

access will be necessary to realize this goal.
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One AMC CEO sums up health systems’ perspective on
consumerism, saying that the system seeks to understand
consumers, their preferences, and their behaviors.
Understanding and addressing consumer preferences may be
key to the system's survival and all of the hospital's leaders say
they try to listen and respond to consumers.

Investing to become consumer-centric

Many leading health systems are investing in technology

and improving the patient experience to better connect with
consumers. But many of them still have a long way to go to
become truly consumer-centric. Health care can look to other
industries—airlines, travel/hospitality, and financial services—
to identify effective strategies for interacting with consumers.

To address consumerism, many hospital CEOs are:
» Realizing that meeting an individual's expectations as a
consumer may be as important as meeting their clinical needs.
» Keeping clinical care at the center of a patient’s experience,
rather than merely focusing on appearances or amenities.
» Investing in technologies to make health care easier to
understand and access, such as:

- Creating an online experience to find relevant and
personalized content for a condition based on cost, the
patient’s medical situation, etc.

+ Improving their scheduling systems and processes, and
using telehealth, e-visits, and remote patient monitoring to
make care easier to access.

» Establishing and nurturing a two-way relationship with
consumers to build long-term loyalty.

These types of changes are helping move the traditional hospital-
patient relationship toward a member relationship. Ultimately,
surveyed health system CEOs predicted that the hospitals with
the most members are going to do the best in the new world of
health care.

Conclusion

Consumerism is helping drive a shift in the US health care
delivery system. Increasing focus on the consumer may be key
for hospitals’ and health systems’ survival; surveyed CEOs know
they need to move their organizations toward becoming patient-
centric. Consumers are looking more closely at their health care
options and are increasingly focused on value as they take on
more financial responsibility. Hospital leaders should to take
steps to adapt to this changing consumer dynamic.



Deloitte 2017 survey of US health system CEOs: Moving forward in an uncertain environment 27

Chapter 1

" Tamara Rosen, “275 CEO departures this year: Healthcare again leads
all sectors in CEO turnover,” Becker's Hospital Review, December 18,
2014. Available at [http://www.beckershospitalreview.com/hospital-
management-administration/275-ceo-departures-this-year-healthcare-
again-leads-all-sectors-in-ceo-turnover.htmi].

2 Jeff Lagasse, "Hospital CEO turnover rate remains a high 18 percent,
consistent with past few years, report shows,” Healthcare Finance, May
24, 2016. Available at [http://www.healthcarefinancenews.com/news/
hospital-ceo-turnover-rate-remains-high-18-percent-consistent-past-few-
years-report-shows].

3 "American Hospital Association: Uncompensated Hospital
Care Cost Fact Sheet,” American Hospital Association (AHA),
December 2016. Available at [http://www.aha.org/content/16/
uncompensatedcarefactsheet.pdf].

4 Randy Haught, Allen Dobson, Joan DaVanzo, Melinda Abrams, “How

the American Health Care Act's Changes to Medicaid Will Affect Hospital
Finances in Every State,” The Commonwealth Fund, June 23, 2017.
Available at [http://www.commonwealthfund.org/publications/blog/2017/
jun/how-changes-to-medicaid-will-affect-hospital-finances-in-every-
state].

° Ibid.

 Tamara Hayford, Lyle Nelson, Alexia Diorio, “Working Paper Series:
Projecting Hospitals' Profit Margins Under Several lllustrative Scenarios,”
Congressional Budget Office (CBO), September 2016. Available at
[http://www.cbo.gov/sites/default/files/114th-congress-2015-2016/
workingpaper/51919-Hospital-Margins_WP.pdf].

7 "Health Insurance Coverage of Children 0-18: 2015,” The Kaiser Family
Foundation (KFF). Available at [http://www.kff.org/other/state-indicator/
children-0-18/?currentTimeframe=0&sortModel=%7B%22colld%22:%22L
ocation%22,%22s0rt%22:%22asc%22%7D].

& Leighton Ku, Erin Brantley, “Myths About the Medicaid Expansion and
the ‘Able Bodied',” Health Affairs, March 6, 2017. Available at [http://
healthaffairs.org/blog/2017/03/06/myths-about-the-medicaid-expansion-
and-the-able-bodied/].

? Anne Rossier Markus, Ellie Andres, Kristina West, Nicole Garro, Cynthia
Pellgrini, “Medicaid Covered Births, 2008 Through 2010, in the Context of
the Implementation of Health Reform,” Women's Health Issues, Volume
23 Issue 5, September 2013. Available at [http://www.whijournal.com/
article/S1049-3867(13)00055-8/fulltext].

10 “Better Care Reconciliation Act of 2017 Cost Estimate,” Congressional
Budget Office (CBO), June 26, 2017. Available at [https:/www.cbo.gov/
publication/52849].

" “Medicaid and CHIP Total Enrollment chart—April 2017" Centers for
Medicare and Medicaid Services (CMS), April 2017. Available at [https://
www.medicaid.gov/medicaid/program-information/medicaid-and-chip-
enrollment-data/report-highlights/total-enrollment/index.html].

Chapter 2

2 Es Nash, “Defining and delivering population health,” A view from the
Center: Deloitte’s Life Sciences & Health Care Blog, October 15, 2015.
Available at [http://blogs.deloitte.com/centerforhealthsolutions/defining-
and-delivering-population-health/].

'3 Christopher Kunkel, Michael Polakowski, Drew Osborne, Noah
Champagne, Lynn Dong, Charlie Mills, “MACRA and Medicare Advantage
plans: Synergies and potential opportunities,” Milliman White Paper,

February 2017. Available [http://www.milliman.com/uploadedFiles/
insight/2017/2267HDP_MACRA-and-Medicare_20170221.pdf].

4 Aloke Mandal, Gene Tagomori, Randell Felix, Scott Howell, “Value-
Based Contracting Innovated Medicare Advantage Healthcare Delivery
and Improved Survival,” American Journal of Managed Care, Volume

23, January 10, 2017. Available at [http://www.ajmc.com/journals/
issue/2017/2017-vol23-n2/value-based-contracting-innovated-medicare-
advantage-healthcare-delivery-and-improved-survival].

> Peter Hussey, Jodi Liu, Chapin White, “The Medicare Access and CHIP
Reauthorization Act: Effects on Medicare Payment Policy and Spending,”
Health Affairs, April 2017. Available at [http://content.healthaffairs.org/
content/36/4/697.full].

e Mitch Morris, Wendy Gerhardt, “Deloitte 2016 Survey of US Physicians:
Findings on health information technology and electronic health records,”
Deloitte Center for Health Solutions, 2016. Available at [https:/www2.
deloitte.com/content/dam/Deloitte/us/Documents/life-sciences-health-
care/us-Ishc-physician-survey-hit-factsheet.pdf].

72016 Survey of America's Physicians Practice Patterns &
Perspectives, Merritt Hawkins, September 2016. Available at [http:/
www.physiciansfoundation.org/uploads/default/Biennial_Physician_
Survey_2016.pdf]

'8 “Physician Alignment: Driving Clinical Integration and Collaboration,”
Health Leaders Media, September 2016. Available at [http://www.
healthleadersmedia.com/report/intelligence/physician-alignment-driving-
clinical-integration-and-collaboration].

Chapter 3

19 Juliette Cubanski and Tricia Neuman, “The facts on Medicare spending
and financing,” Kaiser Family Foundation, July 18, 2017. Available at [http://
www.kff.org/medicare/issue-brief/the-facts-on-medicare-spending-and-
financing].

20 Tamara Hayford, Lyle Nelson, and Alexia Diorio, “Working paper

series: Projecting hospitals’ profit margins under several illustrative
scenarios,” Congressional Budget Office (CBO), September 2016. Available
at [http://www.cbo.gov/sites/default/files/114th-congress-2015-2016/
workingpaper/51919-Hospital-Margins_WP.pdf].

1 Vera Gruessner, "Humana serves 63% of members through value-
based care payment,” HealthPayer Intelligence, November 30, 2016.
Available at [https://healthpayerintelligence.com/news/humana-serves-
63-of-members-through-value-based-care-payment].

22N.A., “Moody's: Preliminary FY 2016 US NFP hospital medians edge
lower on revenue, expense pressure,” Moody's Investors Service, May 16,
2017. Available at [https://m.moodys.com/research/Moodys-Preliminary-
FY-2016-US-NFP-hospital-medians-edge-lower--PR_366813].

2 N.A., “Distribution of Inpatient vs. Outpatient Revenues, 1994 - 2014,
Trendwatch Chartbook 2016.” 2016. Available at [http://www.aha.org/
research/reports/tw/chartbook/2016/table4-2.pdf].

2 Medicare Payment Advisory Commission, “Report to the
Congress: Medicare Payment Policy,” March 2017. Available at
[http://www.medpac.gov/docs/default-source/reports/mar17_
entirereport224610adfa9c665e80adff00009edf9c.pdf?sfvrsn=0].

2> Molly Gamble, “Where can hospitals find labor cost savings?”

Becker's Hospital Review, October 15, 2013. Available at [http://www.
beckershospitalreview.com/finance/where-can-hospitals-find-labor-cost-
savings.html].



Deloitte 2017 survey of US health system CEOs: Moving forward in an uncertain environment 28

6 Chip Newton, “Exposing hidden labor costs could save hospitals millions
of dollars annually,” Becker’s Hospital Review, August 7, 2017. Available at
[http://www.beckershospitalreview.com/finance/exposing-hidden-labor-
costs-could-save-hospitals-millions-of-dollars-annually.html].

7 Mara Lee, “Medical researchers thankful for $2 billion NIH funding
increase,” Modern Healthcare, May 1, 2017. Available at [http://www.
modernhealthcare.com/article/20170501/NEWS/170509987].

2 N.A., “NIH Budget Mechanism Detail FY 2001-2016,” NIH Research
Online Reporting Tools, June 15, 2015. Available at [https:/report.nih.gov/
NIHDatabook/Charts/Default.aspx].

Chapter 4

29 American Hospital Association, “Chart 5.3: Number of Physicians and
Dentists(1) Employed by Community Hospitals, 1999 - 2014,” 2016.
Available at [http://www.aha.org/research/reports/tw/chartbook/2016/
chapter5.pdf]

30 David Auerbach, Peter Buerhaus, and Douglas Staiger, “Will the RN
workforce weather the retirement of the Baby Boomers?” Medical Care,
October 2015. Available at [http://journals.lww.com/lww-medicalcare/
Abstract/2015/10000/Will_the_RN_Workforce_Weather_the_Retirement_
of.3.aspx]

31 Physicians Foundation, “Biennial physician survey 2016,” Available
at [http://www.physiciansfoundation.org/uploads/default/Biennial_
Physician_Survey_2016.pdf]

32John Noseworthy, James Madara, Delos Cosgrove, Mitchell Edgeworth,
Ed Ellison, Sarah Krevans, Paul Rothman, Kevin Sowers, Steven
Strongwater, David Torchiana, and Dean Harrison, “Physician burnout

is a public health crisis: A message to our fellow health care CEOs,”
Health Affairs, March 28, 2017. Available at [http://healthaffairs.org/
blog/2017/03/28/physician-burnout-is-a-public-health-crisis-a-message-
to-our-fellow-health-care-ceos/]

3 Wendy Gerhardt, “Lens into the future: Health system CEQ interviews,”
Deloitte Center for Health Solutions, 2015. Available at [https:/www2.
deloitte.com/content/dam/Deloitte/us/Documents/life-sciences-health-
care/us-Ishcdchs-health-system-ceos.pdf]

34 Ken Abrams, et al., “Physicians in the driver’s seat: Activating the
physician workforce in driving balanced clinical and financial success,”
2017. Available at [https://www2.deloitte.com/us/en/pages/life-sciences-
and-health-care/articles/physician-alignment-activation.html]

3 American Association of Medical Colleges, “The complexities of
physician supply and demand: Projections from 2015 to 2030,” February
2017. Available at [https://aamcblack.global.ssl.fastly.net/production/
media/filer_public/c9/db/c9dbe9de-aabf-457f-aee7-1d3d554ff281/aamc_
projections_update_2017_final_-_june_12.pdf]

3 Jill Eden, Donald Berwick, and Gail Wilensky (Eds.), “Graduate medical
education that meets the nation’s health needs,” Institute of Medicine
of the National Academies, 2014. Available at [https://www.nap.edu/
read/18754/chapter/1#ii]

37 Robert Nagler Miller, “Millennial physicians sound off on state of
medicine today,” AMA Wire, March 2017. Available at [https://wire.ama-
assn.org/life-career/millennial-physicians-sound-state-medicine-today]

3 Robert Nagler Miller, “Millennial physicians sound off on state of
medicine today,” AMA Wire, March 2017. Available at [https://wire.ama-
assn.org/life-career/millennial-physicians-sound-state-medicine-today]

39 David Betts, et al., “The value of patient experience: Hospitals with
better patient-reported experience perform better financially,” Deloitte
Center for Health Solutions, 2017. Available at [https:/www?2.deloitte.
com/us/en/pages/life-sciences-and-health-care/articles/hospitals-
patient-experience.htm!]

40 Ken Abrams, et al., “Physicians in the driver’s seat: Activating the
physician workforce in driving balanced clinical and financial success,”
2017. Available at [https://www2.deloitte.com/us/en/pages/life-sciences-
and-health-care/articles/physician-alignment-activation.html]

Chapter 5

4 Jeff Lagasse, "Hail to the chiefs: Healthcare's new Gsuite titles are
here to stay,” Healthcare Finance, July 14, 2017. Available at [http://www.
healthcarefinancenews.com/news/hail-chiefs-healthcares-new-csuite-
titles-are-here-stay].

4 Julia Adler-Milstein, Gregory Daniel, Claudia Grossmann, Chad Mulvany,
Rachel Nelson, Eric Pan, Valerie Rohrbach, and Jonathan Perlin, Institute
of Medicine, “Return on Information: A Standard Model for Assessing
Institutional Return on Electronic Health Records,” 2014. Available at
[https://nam.edu/wp-content/uploads/2015/06/Returnoninformation?.
pdf]

43 Checkpoint Software Technologies, “Mid-Year Report: Cyber Attack
Trends 2017," 2017. Available at [https://www.checkpoint.com/downloads/
resources/2017-cyber-attack-trends.pdf].

44 Ibid.

4 Verizon Communications, “2017 Data Breach Investigations Report,”
2017. Available at [http://www.verizonenterprise.com/verizon-insights-lab/
dbir/2017/].

46 Protenus, Inc., “Breach Barometer Report: Mid-Year Review,” 2017.
Available at [https://www.protenus.com/hubfs/Breach_Barometer/2017/
Mid%20Year%20Review/2017%20Protenus%20Breach%?20
Barometer%20Mid%20Year%20Review.pdf].

47 |bid.

8 Elizabeth Snell, “Healthcare Data Breach Costs Highest for 7th

Straight Year,” Health IT Security, June 20, 2017. Available at [https://
healthitsecurity.com/news/healthcare-data-breach-costs-highest-for-7th-
straight-year].

Chapter 6

49 David Betts, Andreea Balan-Cohen, Maulesh Shukla and Navneet
Jumar, "The value of patient experience: Hospitals with better patient-
reported experience perform better financially," Deloitte Center for
Health Solutions, August 2016. Available at [https:/www2.deloitte.com/
us/en/pages/life-sciences-and-health-care/articles/hospitals-patient-
experience.html].

0 Robin Cohen, Michael Martinez, and Emily Zammitti, “Health insurance
coverage: Early release of estimates from the National Health Interview
Survey, January-March 2017" National Center for Health Statistics, August
2017. Available at [https://www.cdc.gov/nchs/data/nhis/earlyrelease/
insur201708.pdf].

" Greg F. Burke, “Geisinger's refund promise: Where things stand after
one year,” NEJM Catalyst, January 12, 2017. Available at [http://catalyst.
nejm.org/geisinger-refund-promise-one-year].

2 Stephanie MacLeod, et al., “The impact of inadequate health literacy

on patient satisfaction, healthcare utilization, and expenditures among
older adults,” Geriatric Nursing, July-August 2017. Available at [http://www.
sciencedirect.com/science/article/pii/S0197457216302981].

>3 Lynn O'Connor Vos, “The new world of healthcare: What millennials
want,” greyhealthgroup, Available at [https:/ghgroup.com/sites/default/
files/2016-11/952165_ghe_white_paper_final.pdf].



Deloitte 2017 survey of US health system CEOs: Moving forward in an uncertain environment

Steve Burrill

Vice Chairman

US Health Care Providers Leader
Deloitte LLP

Arielle Kane, MPP
Deloitte Center for Health Solutions
Deloitte Services LP

The authors would like to thank Wendy Gerhardt, Ryan Carter,
Kiran Vipparthi, Maulesh Shukla, Jerry Bruno, Kelly Sauders,
Courtney Thayer, Steve Davis, Lauren Wallace, Amy Hoffmaster,
Sarah Thomas, Samantha Gordon, Jessica McCann, and the
many others who contributed to this project.

To learn more about the Deloitte Center for Health Solutions, its
projects, and events, please visit

Sarah Thomas, MS
Managing Director
Deloitte Services LP

Email:
Web:

We encourage you to read the full hospital CEO series at

29



Deloitte Center for

About the Deloitte Center for Health Solutions

The source for fresh perspectives in health care: The Deloitte Center for Health
Solutions (DCHS), part of Deloitte LLP's Life Sciences and Health Care practice, looks
deeper at the biggest industry issues and provides new thinking around complex
challenges. Cutting-edge research and thought-provoking analysis gives our clients
the insights they need to see things differently and address the changing landscape.

Deloitte

This publication contains general information only and Deloitte is not, by means
of this publication, rendering accounting, business, financial, investment, legal,
tax, or other professional advice or services. This publication is not a substitute
for such professional advice or services, nor should it be used as a basis for any
decision or action that may affect your business. Before making any decision or
taking any action that may affect your business, you should consult a qualified
professional advisor.

Deloitte shall not be responsible for any loss sustained by any person who relies
on this publication.

About Deloitte

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK
private company limited by guarantee (“DTTL"), its network of member firms,
and their related entities. DTTL and each of its member firms are legally
separate and independent entities. DTTL (also referred to as “Deloitte Global”)
does not provide services to clients. In the United States, Deloitte refers to one
or more of the US member firms of DTTL, their related entities that operate
using the “Deloitte” name in the United States and their respective affiliates.
Certain services may not be available to attest clients under the rules and
regulations of public accounting. Please see www.deloitte.com/about to learn
more about our global network of member firms.

Copyright © 2017 Deloitte Development LLC. All rights reserved.



